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EDITOR’S PREFACE 


Whatever preconceived notions one may have of the in- 
fluence of economic factors in shaping the destinies of 
mankind it seems difficult to escape the conclusion that the 
unwise economic policies pursued in the last two decades, 
and especially since the depression of 1929, by every coun- 
try irrespective of its form of government and political 
ideology have been an important element in unleashing 
the storm that is devastating Europe and threatening to 
spread to other parts of the world The gradual strangula- 
tion of international trade and the breakdown of the deli- 
cate and complex mechanism of monetary exchanges (in 
reality two aspects of the same problem) have infinite rami- 
fications and repercussions which sooner or later affect, if 
only indirectly, the position of every man and woman, 
however remote from the apparent center of the dis- 
turbance. 

It was in recognition of the vital importance of interna- 
tional trade in the modern world that the present Series 
was projected. There is no assurance, of course, that a 
more enlightened approach to international economic 
problems would have saved Europe from the ravages of 
the war that broke out in September 1939 seems 

clear that political sanity cannot be restored on anything 
like a solid foundation unless there is a far-reaching adjust- 
ment in the field of international commercial and monetary 
policies.* It is hoped that the volumes of the Commercial 
and Tariff History of the Principal European Countries, 
prepared under the auspices of the Carnegie Endowment 
for International Peace, may not only fill an important gap 
in economic literature but, by pointing to the costly fail- 
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ures of the past, may also be of some service in charting 
the course to be followed in the future. ' " 

In the entire economic history of the restless, tormented 
and unhappy world that emerged from the war of 1914-18 
there is probably no more dramatic and significant chapter 
than the abandonment of free trade by Great Britain, a 
development that provides one of the central themes of 
Dr. Benham’s volume. Other countries have long followed 
protective policies and some of them, for instance the 
United States, have erected trade barriers compared with 
which the British tariff appears almost innocuous; never- 
theless, the drastic action taken by the British National 
Government and by Parliament as a consequence of the 
banking and financial crisis of 1931 dealt a staggering blow 
to the very economic system of which Great Britain was 
both the pillar and the living symbol. The adoption of pro- 
tection by Great Britain had incalculable effects not only 
because of the exceptional position the far-flung British 
Empire occupies as the chief trading nation in the world, 
but also, perhaps, because there seems to be a certain inner 
kinship between the idea of free trade and that of political 
democracy. Economic and political liberalism have come 
to be regarded by many as two manifestations of the same 
philosophy, just as economic regimentation and meticulous 
supervision of international trade are generally believed 
to be inherent in the nature of totalitarian states. His- 
torically, of course, such notions are entirely unwarranted. 
Many political democracies — the United States, France, 
Canada — have consistently practised the most aggressive 
form of protectionism. On the other hand, as it has been 
frequently pointed out by competent authorities, at least 
some of the most objectionable restrictions on interna- 
tional trade have been imposed by the totalitarian states 
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under the pressure of conditions largely outside their con- 
trdl. The volumes of the present Series, it is hoped, may 
be of some usefulness in elucidating the question why na- 
tions sharing the same political ideals have nevertheless 
followed widely divergent economic policies The fact re- 
mains, however, that from the middle of the nineteenth 
century until the end of 1931 free trade in England was a 
kind of economic counterpart of parliamentary govern- 
ment and all it stands for, and every attempt to challenge 
the venerable doctrine of free trade invariably met with 
disaster at the polls. Little wonder therefore that the re- 
pudiation of free trade by its chief protagonist sounded like 
a death sentence to the hopes for the liberalization of in- 
ternational commerce so eloquently voiced by the Geneva 
World Economic Conference of 1927 The coup de grace 
to all comprehensive attempts to reduce trade barriers was 
dealt during the ill-fated London Economic and Monetary 
Conference of 1933 by President Roosevelt’s obstinate re- 
fusal to stabilize the value of the dollar It is only fair to 
add that the London Conference’s chances of success were 
never too bright and that Secretary Cordell Hull has been 
an untiring champion of the liberalization of commerce 
through a policy of reciprocal trade agreements based on 
the most-favored-nation clause. The recognition by the 
United States Government of the desirability of lowering 
trade barriers was in itself a revolutionary departure from 
the traditional policy of this country, a departure that gave 
new hope to all those who believe in freer trade. It is unfor- 
tunate that the Trade Agreements Act of 1934 has con- 
fined the action of the Administration within very nar- 
row limits and that the devaluation of the dollar in 1933 
had the inevitable result of raising still higher the tariflE 
wall which surrounds one of the world’s greatest markets. 
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By a tragic coincidence the Anglo-American trade agree- 
ment, undoubtedly the most important of the agreements 
negotiated so far, came into effect on January i, 1939, only 
a few months before the outbreak of the war, which pre- 
vented its smooth operation. 

Dr. Benham’s study speaks for itself and little need be 
said here of his penetrating and comprehensive analysis of 
British commercial policy and its effects upon the country. 
It may be pertinent to observe, however, that the manu- 
script of the present volume reached the editor at the end 
of May 1940 when German armies were rolling over the 
plains of Holland, Belgium and Northern France and 
were establishing themselves on the shores of the English 
Channel. Dr Benham, who lives in London, has written 
much of his book since the outbreak of the war in Septem- 
ber 1939 and the strain under which he had to work was 
undoubtedly great. He has nevertheless maintained 
throughout his discussion a truly admirable objectivity and 
detachment, the very essence of any scientific investigation. 
The author has never permitted his emotions, however 
legitimate, to interfere with the logical flow of his argu- 
ment which is based on an intimate knowledge of both the 
theory and the practice of international trade. This ap- 
proach is a fine tribute to that great tradition of English 
liberalism which is perhaps Great Britain’s most valuable 
contribution to the common heritage received from past 
generations, and described by the somewhat vague term of 
modern civilization. The impairment of this tradition 
would be calamitous; its complete abandonment a disaster 
which the author of these lines finds it impossible to en- 
visage. 

A few words must be added about the present Series. 
It has been prepared under the general supervision of the 
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director of the Division of Economics and History of the 
Carnegie Endowment for International Peace, Dr. James 
T. Shotwell, who has entrusted to me the organization of 
the Series and the editorship of the several volumes. A 
study of the commercial policy of France by F. A. Haight 
is now in press and will be published by the Macmillan 
Company of New York in January 1941 It is hoped 
that a volume on Italy by Senator Luigi Einaudi, Pro- 
fessor of Economics in the University of Turin, and a vol- 
ume on Germany by Dr Andreas Predohl, Director of the 
Institut fur Weltwirtschaft in Kiel, will be made available 
in the near future. 

The views expressed by the respective authors are, of 
course, in no way binding on the Carnegie Endowment for 
International Peace or on its officers, and for the opinions 
presented in this Preface I alone am responsible. 

It is my pleasant duty to express my sincere gratitude to 
the Macmillan Company of New York whose interest and 
encouragement have been invaluable at every stage of our 
work. 

Michael T. Florinsky 

November 1, 1940 
Columbia University 
New York City 
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Chapter I 


GREAT BRITAIN UNDER FREE TRADE 
1. Introduction 

This book deals mostly with events since 1931. It de- 
scribes the main features of the British tarifE and of British 
commercial policy during recent years and it makes some 
attempt to estimate what their effect has been both on 
Great Britain and on the rest of the world. It outlines the 
progress of economic recovery in Great Britain, paying 
particular attention to the protected industries of iron and 
steel and agriculture. 

The present chapter is a kind of prologue. It describes 
very briefly how Great Britain came to adopt free trade 
about the middle of the nineteenth century, how she pros- 
pered under free trade until the war of 1914, and how the 
difficulties of the post-war years culminated in the crisis of 
1931 and the return to protection. 

Although our subject is commercial policy, we cannot 
possibly leave monetary policy out of the picture What 
may be termed external monetary policy — the departure 
from gold, the use of the Exchange Equalization Fund, 
and the unofficial ban on foreign lending — ^is directly 
relevant to the question of the tariff Imports can be dis- 
couraged just as effectively by reducing the exchange value 
of the national currency as by imposing a general tariff. 
Before September 1931 the two methods were discussed 
as alternatives, either devaluation or a tariff, it was said, 
was needed to reduce the adverse balance of trade In the 
end both, or more accurately both exchange depreciation 
and restrictions on particular imports, were adopted. 
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The departure from gold was just as much a break with 
tradition as the departure from free trade, and its effects 
on the rest of the world were perhaps even more impor- 
tant The gold standard prevents any considerable fluc- 
tuations in exchange rates between the countries on it, 
always provided that they stay on it. It is a great conven- 
ience for all districts in the same country to have a common 
currency. The gold standard in effect provides that same 
convenience for all the countries which adopt it. Interna- 
tional trade is greatly hampered by fluctuating exchange 
rates. Transactions which would otherwise be profitable to 
both parties are ruled out because the exchange risk is too 
great. “A virtual elimination of this exchange uncertainty,'' 
said the Gold Delegation of the Financial Committee of 
the League of Nations, “was the main monetary achieve- 
ment of the last decade." It was achieved through the gold 
standard. On September 21, 1931, Great Britain suspended 
gold payments and a new era of exchange uncertainty 
began. The present chapter must say something about this 
as well as about the tariff. 

2. The Free Trade Movement 

Newmarch describes the tariff system of Great Britain 
in 1820 in the following words*^ 

At the time the system of prohibition, protection, and fiscal 
confusion was at its height It was said by competent authorities 
that the number of Acts of Parliament relating to the entry, 
export and custody of goods as matters of Custom House super- 
vision, was not less than fifteen hundred All the special inter- 
ests were in full possession of the vested rights to which they 
laid claim. There was the Corn Law of 1815, there were the 
differential duties in favour of the West India proprietors, 
the monopoly of the East India Company, the vigorous appli- 

^ Tooke and Newmarch, History of Prices, 1857, pp 400-40 
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cation of the navigation laws against competition on freights. 
Ther^ were heavy duties on raw materials of industry, and 
prohibitive or extravagant duties on foreign manufactures. 

By i860 all this had been swept away, leaving Great 
Britain a free-trade country with import duties for purely 
revenue purposes on only about a dozen articles, notably 
tobacco, tea, and wines and spirits. 

The movement, headed by Cobden and Bright, for the 
repeal of the Corn Laws (the 1842 Act imposed a duty of 
20 shillings a quarter on imported wheat when the price 
of wheat was at or below 50 shillings) succeeded in 1846, 
when Sir Robert Peel went to the country on a policy of 
abolishing the Corn Laws and was re-elected. He promptly 
repealed the 1842 Act, substituting much lower duties 
until February 1, 1849, ^ rate of one shilling a 

quarter thereafter. The flat rate w^as abolished, leaving the 
import of corn entirely free, by Gladstone^ in 1869 

The Navigation Acts, which had been passed from 1381 
onwards and especially around 1660, were designed to re- 
serve the carrying trade between Great Britain and the 
Colonies, between the Colonies themselves, and between 
the Colonies and other countries, to British and colonial 
ships The coastal trade of Great Britain was reserved to 
British ships. Certain goods, such as timber, corn, and 
wine, coming from Europe to Great Britain, could come 
only in British ships, and certain other goods were subject 
to higher duties if they came in foreign ships. The protec- 
tion thus afforded to British shipping was substantially 
reduced by a series of laws between 1822 and 1825 by 
the reciprocity treaties concluded with various foreign 
countries during the next twenty years or so, and was com- 
pletely abolished (except for the reservation of the coastal 

2 Gladstone was Prime Minister, Robert Lowe was Chancellor 
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trade, which went in 1854) by the repeal of the Navigation 
Acts in 1849 Henceforward the Colonies, as well as British 
firms, could trade freely with whom they chose and could 
employ ships of any nationality. 

Huskisson’s tariff of 1825 i^ade substantial reductions 
in the protective duties on many raw materials and manu- 
factured goods, and most of these duties were abolished by 
Peel between 1842 and 1846, leaving only a few to be 
swept away by Gladstone in 1853 i860. The export 

of machinery was permitted to a large extent in 1825 
was freed from all restrictions in 1843. 

It may be noted that customs revenue was actually 
greater under free trade than before Its yield averaged less 
than £10 million a year in the decade 1800-09; less than 
£14 million in 1810-19; and less than £16 million in 
1820-29. Thereafter, until the close of the century, it 
averaged rather more than £20 million a year, mainly from 
tobacco and tea. This was due to the growth of population 
and to the rise of the standard of living, resulting in an 
increased consumption of tobacco, tea, and alcohol.® In 
i860 Cobden negotiated his famous commercial treaty 
with France. France had prohibited many British goods 
and imposed high duties on others. She removed all pro- 
hibitions and agreed to reduce her duties on a number of 
goods. In return, Great Britain reduced her duties on im- 
ported wines and spirits (other than rum), abolished 
duties on certain articles produced in France, and promised 
not to prohibit the export of coal This treaty contained a 

3 Rates of duty were reduced, on the whole The duty on tea was re- 
duced from 2/id per lb in the 40's to 1 Ss^d in the 50’s, loi^d in the 
6o’s, 6d. in the 70’s and 8o’s, and 4d. in the 90’s The duty on sugar was 
abolished m 1874 The duties on wine, and on brandy and gm, were 
lower in the latter half of the century, those on tobacco were somewhat 
higher. 
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most-favored-nation clause: “Each of the two high contract- 
ing powers engages to confer on the other any favour, 
privilege, or reduction in the tariff of duties of importation 
on the articles mentioned in the present treaty which the 
said power may concede to any third power.” In the trade 
treaty of 1862 between Great Britain and Belgium, the 
most-favored-nation clause appears in its widest form. All 
concessions on all goods, whether or not mentioned in the 
treaty, were to be extended to each other if granted to a 
third power, and there were to be no restrictions or pro- 
hibitions except those applying to all countries equally. 

From i860 onwards Great Britain concluded a whole 
series of trade agreements with foreign countries, nearly all 
containing the unconditional most-favored-nation clause. 
This was done partly in order to remove the disadvantage 
which British exports suffered in a number of markets, 
many countries granting concessions to one another which 
did not apply to British goods. But also it was done in the 
belief that greater freedom of trade all round would bene- 
fit the world as a whole and Great Britain in particular. 
Before the war of 1914, eighty British trade treaties con- 
taining the unconditional most-favored-nation clause were 
in force 

The triumph of free trade was due to several factors. 
The arguments of Adam Smith, whose Wealth of Nations 
contained a trenchant attack on the Mercantile System, 
had exercised a considerable influence on students of eco- 
nomic policy, and had been reproduced and reinforced 
by later economists such as Ricardo. William Pitt the 
younger was disposed to agree with Adam Smith, but he 
had to cope with the French wars, and, as he said, you do 
not put your house in order during a hurricane. Huskisson 
too was a follower of Bentham and inclined to free trade. 
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but his reforms^ were checked in 1827 by the break-up of 
his ministry owing to the death of the Prime Minister, 
Lord Liverpool. Cobden and his group doubtless appre- 
ciated the academic arguments for free trade, but they 
did not make much use of them in addressing either pub- 
lic meetings or Parliament. Abstract reasoning did not 
play a very important part in sweeping away protection, 
and seventy years elapsed between the publication of the 
Wealth of Nations and the repeal of the Corn Laws. 

The latter event was due mainly to the campaign of 
Cobden and Bright, and immediately to the distress caused 
by the Irish famine of 1845, which probably caused the 
repeal to come several years sooner than it would other- 
wise have done. The campaign was won on the slogan of 
“cheap bread.'* It was supported by the mass of the people, 
by a number of manufacturers, who thought that cheap 
food meant lower wages, and by idealists who believed that 
free trade made for international good will and peace 
among nations. This last belief was held with great con- 
viction by Cobden himself and most of his friends — a 
group whose equal for sincerity and public spirit has sel- 
dom been matched in any age or country. 

Another factor in favor of the free trade movement was 
the change in the relative importance of different interests 
in the nation. The majority of the people still had no vote, 
but the power of the landlords was diminishing and that 
of the manufacturers and export merchants was increasing. 
The latter were by no means all free traders but they were 
anxious to expand their markets overseas. 

Last, but certainly not least, the civil servants were in 
favor of fewer duties. They realized that the abolition of a 

^He reduced the 1500 Acts mentioned at the beginning of this section 
to eleven. 
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mass of complicated tariffs would simplify administration 
without substantially reducing revenue. 

3. Free Trade and Prosperity 

The period from the middle of the nineteenth century 
until the war of 1914 was for Great Britain an era of in- 
creasing prosperity, rapid industrial progress, and expand- 
ing trade. Her annual output of coal increased steadily 
from an average of 66 million tons in 1855-59 to 270 million 
tons in 1910-14; over the same period her annual output 
of pig iron increased from 3.5 to 9.5 million tons and of 
steel from less than 200,000 tons to 7 million, and her 
annual consumption of raw cotton from 7.9 to 17.6 million 
cwt.® The annual value of British exports increased decade 
by decade from an average of £55 million in 1840-49 to 
£121 million in 1850-59, £237 million in 1890-99, and 
£474 million in 1910-13. Deposits in British joint-stock 
banks increased from £271 million in 1877-79 average 
of £992 million in 1910-14, although the price level was 
lower in the latter period. 

To some extent, these figures reflect the growth of popu- 
lation. The total population of the United Kingdom in- 
creased from less than 27 million in 1841 to nearly 35 
million in 1881 and over 45 million in 1911. This was not 
due to an increase in the birth rate. On the contrary, 
from about 1870 onwards the birth rate steadily declined. 
The crude birth rate — ^births per 1,000 population in the 
United Kingdom — fell from 34 1 in 1870-72 to 24 5 in 
1910-12, and over the same period the birth rate per 1,000 
women aged 15-45 fell from 148 7 to 99 7. The growth of 

® These figures are all from An Introduction to the Study of Prices by 
W T Layton Most of the figures quoted in this section are either from 
this source or from the Statistical Abstracts for the United Kingdom* 
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population took place in spite of the fall in the birth rate, 
because less inadequate nutrition and improvements in 
medical science made the death rate fall even faster. The 
crude death rate — deaths per 1,000 persons in the United 
Kingdom — fell from over 21 in 1870-72 to less than 15 in 
1910-12 Infantile mortality — deaths of infants under one 
year per thousand births — fell during this period from 
144 to 108. This great reduction in death rates is one of 
the surest indications of the progress made in knowledge 
and in standards of living during this era. 

About a hundred years ago, many workers were living 
under conditions of what would now be considered great 
poverty. They worked very long hours for low pay; they 
enjoyed little travel or recreation; and most of them could 
neither read nor write Since about the middle of the last 
century there has been a marked upward trend in the eco- 
nomic welfare of the average worker. It has been calculated 
that average money wages in 1910-14 were 85 per cent 
higher than in 1850. Retail prices were at about the same 
level; hours of work in most trades were shorter; working 
conditions had been improved by a series of Factory Acts; 
free education, free libraries, and cheap transport made life 
more interesting. The consumption per head of tea and 
sugar had considerably more than doubled and that of 
tobacco had increased by well over 50 per cent. 

;We do not claim for one moment that all this was due 
to free trade. The main factors were the continuous 
progress of technical knowledge and the growth of invest- 
ment, together with the absence of serious wars. Hundreds 
or thousands of inventions were made every year; methods 
of production were constantly improved; new industries 
and new occupations came into being. The rapidly in- 
creasing control of man over nature made possible a larger 
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margin for saving; and savings were invested in plant and 
equipment, in means of transport, and in buildings, or were 
lent overseas, where they helped to develop the countries 
of the New World The rapid growth of population as- 
sisted economic progress New entrants to the labor market 
could go into the expanding trades, such as engineering 
and transport, instead of entering the declining ones, such 
as agriculture. There was therefore little need to attempt 
the much more difficult task of actually transferring large 
numbers of persons from one industry to another. More- 
over, the risks of investment were small, for the total con- 
sumption of most products and services was expanding 
If some particular factory or railway line, for example, 
was not immediately as profitable as had been expected, 
the investors had only to wait a little and the demand 
would “catch up.” 

Nevertheless free trade was, in my view, quite an impor- 
tant factor It is generally agreed that one of the chief ele- 
ments in the growth of prosperity was the constant im- 
provement of transport facilities, both in Great Britain 
and in other countries. The railways opened up whole 
continents and, together with improved and cheaper ship- 
ping, enabled the agricultural produce and raw materials 
of the New World to exchange on a large scale against the 
manufactures of Europe, and especially of Great Britain. 
A protective tariff would have impeded this tendency. As 
it was, British manufacturers were able to produce on a 
large scale for a world market. British consumers, particu- 
larly after about 1870, when it became profitable to send 
grain from the New World, obtained the benefits of cheap 
food produced where land was plentiful; and in the 
eighties this benefit was increased by the improvements in 
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refrigeration, which enabled meat and, later, fruit to travel 
halfway across the world — a phenomenon deemed impos- 
sible a generation before. This meant a depression in Brit- 
ish agriculture. Agricultural land values declined consider- 
ably; agricultural wages remained low; and Great Britain 
became increasingly an urban and a food-importing coun- 
try. But against the relative poverty of the million-odd 
persons in agriculture had to be set the benefits of cheap 
food and the increasing wages and profits in the export 
trades. Great Britain was concentrating on the more 
profitable industries and occupations. She was taking full 
advantage of her resources of coal and iron, her geographi- 
cal position, the skill of her workers, and the enterprize of 
her leaders of commerce and industry, to become the work- 
shop of the world Her investments abroad helped the 
newer countries to produce cheaply the foodstuffs and 
raw materials which she required, and they in turn pro- 
vided markets for her goods Her vast and growing in- 
ternational trade, together with the firm link between 
sterling and gold, made London the financial center of 
the world, drawing banking, insurance, and similar com- 
missions from other countries. British ships carried over 
half the trade of the world. It was no wonder that liberal 
doctrines flourished on British soil. To what extent this 
prosperity was really due to free trade is perhaps a matter 
for debate. But it was obvious and beyond dispute that 
material progress under free trade had happened to be 
great and indeed unprecedented, particularly if contrasted 
with the poverty — doubtless due largely to the waste and 
destruction of the Napoleonic Wars — prevailing in the 
early part of the nineteenth century. Thus protection, 
when proposed by Mr. Joseph Chamberlain and others in 
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1903-06, really had not a hope of success. This probably 
had little to do with abstract theory. It was rather a case of 
post hoc ergo propter hoc. Free trade and prosperity had 
marched together Maybe one was the cause of the other, 
maybe not In any event, the British public was not going 
to risk a change. 


4. The Post-War Years 

If we ask why Great Britain gave up free trade, one pos- 
sible answer is that there is no need to look back further 
than the close of 1929: that it was entirely due to the great 
depression. The number of insured workers unemployed 
increased steadily from 1.2 million m September 1929 to 
a peak of nearly 2.9 million in September 1931. The vol- 
ume of British exports fell until, for the first three quarters 
of 1931, it was more than 30 per cent below the 1929 level. 
The balance of trade was becoming increasingly adverse. 
The Budget was believed, in the summer of 1931, to be 
seriously unbalanced. Many important industries, includ- 
ing agriculture and iron and steel, were in considerable 
distress '‘Diseases desperate grown by desperate remedies 
are alliev’d or not at alF' — let us try a tariff^ 

In much the same way, it can be argued that it was 
simply the “economic blizzard'' of this period which drove 
Great Britain off gold The Kredit Anstalt closed its doors 
on May 14, 1931; the Danat Bank on July 13th. There was 
a general scramble for liquidity. It was known that the 
gold reserve of the Bank of England was only about £150 
million and that Great Britain owed much more® than this 

®The Report of the MacMillan Committee, published on July 13th, 
estimated the net short-term liabilities of London on foreign account in 
March 1931 at £254 million, and m fact this estimate was probably well 
below the mark 
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on short-term abroad, whereas her short-term claims on 
foreign countries were much smaller and a large part of 
them was practically immobilized in Germany, A flight 
from sterling developed. During the last week or so of 
July the Bank of England lost over £25 million of gold, 
£130 million was borrowed in August from France and 
the United States, but on September 19th the Bank of 
England had to tell the Government that these credits 
were “practically exhausted,” and that the drain of gold 
was continuing. The Gold Standard Suspension Act was 
passed on September 21st. Once the traditional policy of 
maintaining the gold standard had gone, the public was 
more willing — however illogically — to let free trade go 
also. 

This line of reasoning is plausible but rather super- 
ficial. The facts cited are correct, and no doubt the great 
depression did hasten the abandonment of both the gold 
standard and free trade, just as the Irish famine hastened 
the repeal of the Corn Laws. But if Great Britain had 
followed a rather different economic policy during the 
post-war years, if she had adapted herself more fully to 
the changed conditions of the post-war world, there might 
even have been a flight towards sterling instead of away 
from it during those months of crisis, and the protection- 
ists would not have gained such an easy victory, if indeed 
they had won at ail. 

We must therefore consider the years before 1930 We 
shall discuss mainly the period from 1925 to 1929. It 
seems generally agreed that the immediate post-war years 
were an unsettled period of reconstruction and of changing- 
over from war to peace conditions Armament and other 
wartime industries had greatly expanded and were com- 
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pelled to contract; the men demobilized from the Forces 
had ta be reabsorbed in industry, the devastated areas of 
France had to be restored and the Reparations question 
to be settled, there was the occupation of the Ruhr in 
1923, there was inflation m leading European countries; 
and there were great fluctuations in exchange rates. 

The World Economic Survey for 1931-32 remarks that 
1925 “is now generally recognized as a turning point in 
post-war development.” The Dawes Plan had been accepted 
in August 1924; the German mark had been stabilized at 
4,200 milliard of the old paper marks to the dollar; and 
Germany seemed well on the road to economic recovery. 
Great Britain returned to gold, at the old parity, on May 
1, 1925 Belgium, it is true, did not return to gold until 
October 1926, nor Italy until December 1927, nor France 
until June 1928; nevertheless there was much less insta- 
bility and uncertainty from 1925 onwards. International 
post-war adjustments had been largely, although not com- 
pletely, accomplished and the stage was set for recovery 
and expansion 

There is no doubt that in the world as a whole the next 
five years were marked by rapid technical progress and a 
considerable expansion of output, employment, and trade. 
There was some economic progress in Great Britain Death 
rates continued to fall. The average worker was better off 
than before the war In 1913 most workers had a working 
week of fifty-four hours, by 1929 they were working only 
forty-eight hours or less, and some 12 million were insured 
against unemployment. In 1924 the standard of living of 
the average worker was somewhat higher than before the 
war, and from 1924 to 1929 money wages remained fairly 
stable while the cost of living fell by 6 or 7 per cent. Over 
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the same period, production increased by 12 per cent and 
there was some rise in profits. 

Nevertheless Great Britain was not happy in the eco- 
nomic saddle. She was falling behind her rivals. Output 
in other leading countries increased considerably more 
than in Great Britain, and her share of the total exports of 
manufactures of leading manufacturing countries fell from 
26 to 22 per cent The chief symptom of her economic 
malaise was unemployment. The number of insured work- 
ers unemployed in 1924 was 1,200,000 and it remained near 
this level until the end of 1929, when it began to rise 
rapidly. This mec.at about 10 per cent unemployed, as 
compared with an average of 4^ per cent over a long 
period before the war 

One school of thought maintained that depression in 
the export industries and the high level of unemployment 
were both due to the same cause, namely, the return to 
gold at the old parity of 84s. 1 i^d per ounce of fine gold. 
Six members of the MacMillan Committee on Finance 
and Industry, which presented its Report in June 1931, 
advocated® as a remedy a general revenue tariff of, say, 10 
per cent on all imports together with an equal subsidy on 
all exports This would have reduced the adverse balance 
of trade by discouraging imports and encouraging exports, 
whilst leaving the gold value of the pound sterling un- 
changed The alternative was either devaluation or a gen- 
eral reduction of money incomes. Devaluation was not 
favored, because it would reduce the gold value of interest 
payments due to Great Britain and fixed in sterling, 

7 Calculated by Mr. Colm Clark See the Economic Journal, September 
1931* P 344 

®See the MacMillan Report, Cmd 3897 of 1931, Addendum I 
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amounting to more than £100 million a year, and because 
it might begin a new period of uncertainty as to exchange 
rates, besides possibly weakening the financial prestige of 
London. A general reduction of money incomes, however, 
seemed impracticable. Hence the tariff-plus-bounty was 
proposed. But as a bounty on exports was contrary to some 
existing trade treaties, and in any event would have been 
resented by competing countries, the proposal in practice 
boiled down to a plea for a general revenue tariff on all 
imports. 

Certainly there was a good deal of connection between 
depression in the export industries and unemployment. 
Unemployment was particularly heavy in the “staple” ex* 
port industries of coal, cotton, woolen and worsted, iron 
and steel, and shipbuilding. As these export industries 
were largely localized, notably on the Clyde, the Tyne, the 
Tee, and in Lancashire and South Wales, unemployment 
in these “depressed areas” was about twice as high, rela- 
tively to population, as in the rest of the country. Unem- 
ployment in occupations (such as the distributive trades) 
working for the home market was much higher in these 
depressed areas than elsewhere. 

It is also true that Great Britain was having difficulty 
in maintaining the gold standard at the old pre-war parity 
Over most of the period from May 1, 1925, to September 
21, 1931, the pound sterling tended to be below gold 
parity with the dollar — although, of course, it could not 
fall more than a fraction below so long as both countries 
remained on gold — and the Bank of England was tending 
to lose gold.® The balance of payments on income account 
was as follows: 

^ For figures see my British Monetary Policy , P S King, London, 1932 
where the whole subject is treated in more detail. 
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Estimates o£ the various capital items are not available. 
The only figure known is that of new issues floated for 
overseas on the London market If we subtract this from 
the ''net credit” (or "net debit”) given above, we get the 
following result: 



Net credit (-{-) 
or debit (— ) 

New issues 

Difference 


£million 

£million 

£niillion 

1924 • 

-f 86 

134 

^48 

1925 . . 

4-54 

88 

“ 34 

1926 . 

—26 

1112 

-138 

1927 

4-79 

139 

- 60 

1928 

4-137 

143 

- 6 

1929 

. . +118 

94 

4- 24 

1930 

+23 

109 

- 86 

1931 • 

- 75 

46 

— 121 


This suggests that the alarm at the size of the adverse 
(merchandise) balance of trade was well founded. We 
know now what was happening. Balances held in London 
by central banks and other foreign creditors were piling 
up. Great Britain was becoming increasingly vulnerable to 
a foreign drain of gold. 

Nevertheless the "over-valuation” of the pound sterling 
does not explain everything The volume of British ex- 
ports in 1924 was only about 75 per cent of its pre-war 
level. During the war, the expense and difficulty of obtain- 
ing British goods had stimulated a number of countries, 
including most British Dominions, to establish or expand 
their own industries, and after the war they protected 
them with tariffs. This applied especially to textiles. To 
take a leading example, in 1913 British India imported 
3,057 million yards of cotton piece goods from the United 
Kingdom; by 1924 this had fallen to 1,705 million yards; 
and after that it continued to decline, owing mainly to 
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the growth of Indian production, under the stimulus of 
import duties which increased from per cent ad 
valorem in 1914 to 25 per cent in 1933 The total export 
of British cotton piece goods fell from 4,436 million square 
yards in 1925 to 3,672 million in 1929 and 1,716 million 
in 1931. Moreover, a number of the British coal mines were 
becoming “worked out” in the sense that the easiest coal 
to win had already been taken, so that average output per 
worker was considerably below what it had been forty or 
fifty years before, while increased use was being made of 
substitutes for coal, such as fuel oil and hydro-electric 
power; and other countries were subsidizing their ship- 
building and shipping, and their exports of iron and 
steel. 

On any realistic view, therefore, the “staple” British 
export industries could not hope to regain their pre-war 
position. Neither a 10 per cent nor a 20 per cent devalua- 
tion of the pound could turn back the clock in this way. 
Great Britain needed to look to the future and not to the 
past. She needed to adjust her economy to the changed 
conditions of the post-war world. 

Between 1924 and 1929 the values of most classes of 
British exports, other than textiles and apparel, coal, iron 
and steel, and ships showed an increase. What was needed 
was a transference of workers from the old staple industries 
and occupations, to the newer export industries in the 
more prosperous South Some such transference did take 
place. For example, between July 1923, and July 1930, the 

M Cotton doth 1924 1933 

(Million yards) 

Indian mill production 1840 3330 

Total imports 170S 870 

Imports from the United Kingdom . 1308 4 S <5 

Imports from Japan . i 4<5 370 
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following changes, among others, took place in the num- 
bers atached to different industries.^^ 


Expansion 

Distributive trades 

Motor vehicles (manufacture) . 
Hotels and boarding houses 
Electrical engineering 
Silk and artificial silk .... 

Contraction 

Coal mining .... 

Shipbuilding 

General engineering 

Wool and worsted . . . . 


Thousands 
1,254 to 1,764 

192 to 247 

259 to 351 

61 to 90 

37 to 78 


1 , 244 to 1 , 070 
270 to 205 
667 to 592 
269 to 240 


Accompanying this was a movement away from the North 
and South Wales towards the South The Census Prelimi- 


nary Report i 1931 (p. XIV), remarks: 


It will be observed that the counties north of Cheshire and 
Yorkshire inclusive have on balance lost as many as 443,000 
of their population by migration during the past decennium 
and that from the central belt Wales has lost 259,000, the Mid- 
lands 81,000, and the Eastern region 41,000 ... In the South- 
Eastern Section the net immigration numbers 615,000. 

But this was not enough. Movement into expanding in- 
dustries was checked by the relatively high wages there 
and by trade-union regulations. The general rigidity of 
wages was largely due to the Unemployment Insurance 
Scheme — the so-called “dole.” If the writer may express 
his own opinion, a minimum national income for all — 
irrespective of earnings and paid for out of taxation — 
would achieve more logically and completely the humani- 
tarian aims of the “dole” without resulting in the unem- 
ployment, the hindrances to mobility, the introduction of 
labor-saving devices adopted in certain industries only be- 

Ministry of Labour Gazette, November 1930, p 423. 
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cause wages there are maintained above the equilibrium 
level, and the tendency to export capital instead of in- 
vesting it at home because a higher return can be obtained 
from abroad, all of which were consequences of the Un- 
employment Insurance Scheme. 

Be that as it may, the great depression aggravated the 
troubles of the preceding years The volume of exports 
fell, unemployment increased, agriculture was depressed, 
the balance-of-payments situation grew worse, and towards 
the close of 1931 Great Britain was driven off gold and 
turned to protection 

5. Why Great Britain Adopted Protection 

A Committee on National Expenditure, under the chair- 
manship of Sir George May, was appointed at the end of 
March 1931. Its Report, published on July 31, created 
consternation. It forecast a deficit of £120 million, unless 
new taxation was imposed or new economies were made, 
in the following financial year. This estimate included 
under normal expenditure over £50 million towards debt 
redemption and in general took rather a gloomy view of 
the situation, but it made most people feel that something 
drastic should be done, for at that time the view that a 
budget deficit might be a good weapon for fighting a trade 
slump had very few adherents. Incidentally, the Report 
increased the flight from sterling. 

The Labor Cabinet, however, could not agree as to how 
far the recommendations of the Report, notably those 
advocating cuts in unemployment benefit and in the pay 
of teachers and other government employees, should be 
adopted, and on August 24 it resigned and was replaced 
by a National Government under the same Prime Minis- 
ter, Mr. Ramsay MacDonald. The general election held 
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shortly afterwards resulted in an overwhelming victory 
for the coalition, or National Government, candidates. 
Most of these were in fact Conservatives, although under 
the banner of the National Government. The Conserva- 
tive Party was known to favor protection, and it was 
widely expected that sooner or later tariffs would be 
introduced. 

This expectation led to large orders for imports, in 
order to build up stocks before duties were imposed, and 
this in turn led to the Abnormal Importations Act, by 
which the President of the Board of Trade was empowered 
to impose duties up to 100 per cent ad valorem on manu- 
factures. The Horticultural Products Act gave the Ministry 
of Agriculture the same powers over certain classes of 
fresh fruit and vegetables. Both these Acts were passed as 
temporary measures to meet an emergency, but they 
paved the way for a general and permanent tariff With 
the Import Duties Act of February 1932 Great Britain 
became definitely protectionist, after surprisingly little dis- 
cussion or opposition. 

The main reason why the general public accepted pro- 
tection was undoubtedly the great depression, and in par- 
ticular the high level of unemployment. Arguments for 
protection always receive more sympathy during a de- 
pression. Home industries are in difficulties, men are out- 
of-work and plant is employed far below capacity, and it 
is claimed that this could be remedied, at least in part, if 
some protection were afforded against foreign imports com- 
ing in at “cut” prices Possible adverse reactions on the 
export industries — which, after all, in Great Britain were 
among the most depressed — are either ignored or are ex- 
pected to be relatively small 

The government doubtless hoped that once a tariff 
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was adopted it could be used as a bargaining weapon to 
extract concessions on British exports from other countries. 
Chapter V relates what was achieved in this way through 
trade treaties with foreign countries and Chapter VI in- 
cludes an account of the negotiations with the Continental 
Steel Cartel, during which penal tariffs were used to 
bring pressure upon the cartel countries and to induce 
them to make terms, including quotas for British exports, 
which were deemed satisfactory. Moreover, the dream of 
imperial preference could now come true. Great Britain 
could at last give substantial concessions to Dominion im- 
ports, and the Dominions in return could maintain and 
increase the preferential treatment which they gave to 
goods coming from Great Britain. 

We have already observed that after Great Britain had 
left gold, the public was more willing to adopt protection. 
The National Government which had been elected to 
maintain the gold standard had to abandon it after about 
a fortnight. A number of writers have since declared that 
this was a blessing: that Great Britain had previously been 
fettered by chains of gold. But this was certainly not the 
predominant view at the time. Serious efforts had been 
made to keep the pound on gold, and when they failed the 
public was fearful of the future In these circumstances, 
a tariff appealed, not to people's reason but to their imagi- 
nation and feelings, as a precaution and bulwark against 
unknown perils 

Yet the change to protection was not entirely due to the 
crisis. Faith in free trade had been weakening during the 
post-war years. This had very little to do with logical rea- 
soning. It was simply that Great Britain was obviously 
lagging behind her rivals and was suffering from heavier 
unemployment. This might have been due to the over- 
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valuation of the pound, or to the rigidity of incomes, or 
to the lack of enterprise and initiative shown by leaders 
of industry. Whatever the reason, it was happening under 
free trade, while other countries had advanced, and were 
advancing, under protection The pseudo-monopoly which 
Great Britain had enjoyed during the Victorian era had 
passed away. There had been signs of its passing even before 
the war of 1914. During the first decade of the twentieth 
century real wages had failed to increase, and complaints 
were heard that the technical education and business meth- 
ods of certain other countries were superior to those of 
Great Britain During the post-war years, the economic 
malaise of Great Britain was apparent to the world. It 
clamored for a remedy, and the most attractive of the 
remedies offered was a tariff. The fact that a tariff would 
bring in perhaps £30 million of revenue made it particu- 
larly acceptable to a government faced with a deficit 
which it deplored. 

The reader will notice that economic reasoning played 
very little part in causing protection to be accepted. About 
the only “respectable” economic argument put forward 
for protection was the proposal, mentioned above, made 
by some members of the MacMillan Committee for a gen- 
eral revenue tariff to reduce the adverse balance of trade. 
They considered this proposal as much superior to the 
alternative of devaluation. In fact. Great Britain did not 
devalue. She did what was even worse, according to the 
views held at that time by the members in question: she 
left gold without returning to it at a lower parity. The 
pound sterling was left free to find its own level — ^with 
some guidance, later, from the Exchange Equalization 
Fund. This meant that the balance of payments would auto- 
matically balance. Sterling would fall sufficiently low to 
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keep down imports to the value which could be paid for. 
A tariff was no longer needed for that purpose The lower 
exchange value of the pound discouraged imports and en- 
couraged exports. The '‘balance of trade'' argument for a 
tariff in order to keep the pound sterling on gold at the 
old parity completely vanished the moment that the pound 
left gold. 

The great majority of economists, both in Great Britain 
and in the world as a whole, were and are in favor of free 
trade Again and again international conferences have 
urged reductions in tariff barriers. Yet free trade would 
almost certainly have come in Great Britain in the nine- 
teenth century if no abstract reasoning had ever been ad- 
vanced in its favor, and all the economists — ^who, after all, 
are the specialists in this subject — ^were quite powerless to 
stem the tide of protection during and after 1931. It is a 
sad thought. 



Chapter II 


THE BRITISH TARIFF 

1. The Main Features of the Tariff 

We shall spare the reader anything like a full summary 
of the long list of import duties in force in the United 
Kingdom. The list is given in detail in The Customs and 
Excise Tariff, published every six months. The present sec- 
tion confines itself to a few broad generalizations, intended 
to give a bird’s-eye view of the tariff as a whole 

The great bulk of the customs receipts still comes from 
duties whose mam object is to raise revenue rather than to 
protect home production. In the year 1938 the gross amount 
received from customs duties was, in round figures, £264 
million. Of this about £214 million came from “revenue” 
duties and only £50 million from “protective” duties. The 
distinction, of course, is not a clear-cut one. Protective 
duties do yield some revenue — in practice, this is a strong 
argument for imposing them and makes it difficult to get 
rid of them. And revenue duties are to some extent pro- 
tective. This applies especially, in Great Britain, to the duty 
on sugar. Since 1924 the home production of beet sugar 
has been fostered both by an annual subsidy and by re- 
duced excise duties Imported sugar pays duty at a higher 
rate than home-grown sugar. Hence there is a protective 
element in the “revenue” duty on sugar. Even when the 
commodity is not produced at home, a “revenue” duty 
"upon imports may give protection to home-produced sub- 
stitutes. Thus the high duties on imported petrol give 
some protection to British coal. Petrol, or other oils, would 
replace coal to a greater extent if their prices were not 

25 
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raised by the duty. And even if there is no close substitute 
produced at home, the ‘‘revenue” duty keeps down the 
consumption of that product in favor of others. For exam- 
ple, more tobacco would be consumed if the duties on it 
were lower. Nevertheless our statement holds good, duties 
whose primary aim is protective yield less than a fifth of 
total customs receipts. 

Most imports from the Empire are free. Most goods 
subject to “revenue” duties are taxed, even if they come 
from the Empire, but usually at lower rates. Thus fully- 
refined sugar from non-Empire countries pays iis.Sd. per 
cwt., but Empire sugar pays only 5s.iod, and Empire 
tobacco receives a preference of somewhat less than a quar- 
ter of the full duty. Empire dried fruits are an exception 
to this general rule- they come in free; and Empire petrol 
pays full rates. Goods which came under the “McKenna 
duties,” first imposed in 1915, must pay two-thirds of the 
duty (that is, 22% per cent) if they come from the Em- 
pire, The most important item under this head is motor- 
cars. All other goods from the Empire are free of duty. 
In practice, this applies mainly to foodstuffs and raw ma- 
terials. In general. Empire manufactures, although they 
could come in free of duty, cannot compete with British 
manufactures in the British market. 

Most imports of raw materials are free. The motive for 
this is plain. Great Britain herself produces few raw ma- 
terials, and is a large exporter of manufactures. The fin- 
ished product of one firm, however, may be the “raw ma- 
terial” of another, and thus a conflict of interests may 
arise between firms engaged in different stages of producing 
the same final products. The most important conflict of 
this kind in Great Britain was between firms producing 
mainly iron and steel and firms producing goods, such as 
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motorcars, for which iron and steel are materials. It was 
won by the former— relatively high duties were imposed on 
iron and steel, including pig iron. 

Some raw materials, including timber and vegetable oil, 
are subject to duty. As a rule, the object is to help Empire 
producers, whose products come in free. In 1938 produc- 
tive duties on Class II goods (“Raw Materials and Articles 
mainly Unmanufactured”) yielded about £5 million: the 
total value of Class II imports was nearly £250 million. 

In order to prevent British exporters from being handi- 
capped, “drawbacks” are given in a number of instances. 
Duties paid on, say, imported leather are refunded in so 
far as the leather is used in making boots and shoes which 
are exported. 

Nearly all other imports are subject to duty. This is a 
slight exaggeration; it is made to stress the completeness 
of the swing to protection in 1931 and 1932. Before 1931, 
every import was free of duty unless listed in the tar iff 
Today every import from a non-Empire country is subject 
to duty unless it is listed as free. 

Most foodstufiEs are now subject to duty. Bacon, poultry, 
most canned meats, beef and veal (since 1936), dairy prod- 
ucts, fruit, vegetables, and even feeding-stuffs for animals 
are all taxed. Wheat was taxed after Ottawa but was re- 
placed on the free list by the American trade agreement 
of November 1938. 

It is true that over half the receipts from protective 
duties come from manufactures, which form little more 
than a quarter of total imports. But this is because manu- 
factures come mainly from foreign countries, while much 
of the foodstufiEs come in duty-free from the Empire. 

Most rates of duty are relatively moderate. In 1938 “pro- 
tective” duties yielded about £50 million upon imports. 
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excluding those subject to ‘‘revenue*’ duties, worth over 
£800 million. Clearly many goods came in free or at low 
rates of duty. A study of the tariff schedule confirms this 
A number of duties are specific; for example, butter pays 
1 5s. per cwt Some duties, including those on “key indus- 
try” goods, non-licensed iron and steel, motorcars, and 
watches, are 331^ per cent or even higher. Twenty per 
cent is a fairly common rate for manufactures But many 
goods still come in at the “standard rate” of 10 per cent. 
In 1937-38 duties under the Import Duties Act yielded 
£29.7 million, of which £11*6 million was raised at 10 per 
cent and £181 million at other rates.^ 

It is theoretically possible for a “low” rate of duty, such 
as 10 per cent, to be highly protective. It may cause home 
products to replace imports almost completely. In the same 
way, a low yield of protective duties may mean that they 
have succeeded in keeping out imports But we know that 
this has not happened in Great Britain. The volume of 
imports has not been substantially reduced and, except in 
a few instances, home products have not displaced imports 
to any great extent. The British tariff, in fact, really is 
relatively moderate. This does not mean, we hasten to add, 
that its effects are small or unimportant. When a great 
nation, which imports one-sixth of all the goods entering 
into the international trade of the world, swings over to 
protection, the consequences for her foreign suppliers and 
the reactions upon trade policy elsewhere may be most 
serious and far-reaching, even if her rates of duty are not 
high. But at the moment our object is simply to give a 
broad picture of what the tariff is like, and it happens 
to be a fact that most rates are relatively moderate. 

^ Twenty-Ninth Report of the Commissioners of His Majesty*s Customs 
and Excise, Cmd 5876 of 1938, p 151. 
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The tariff is not the only form of protection. We cannot 
conclude without reminding the reader of this very im- 
portant truth. There are many other ways of keeping out 
imports One important weapon may be monetary policy. 
If the exchange value of a currency is kept, say, 20 per 
cent below the equilibrium rate this is equivalent to a 
general duty of 20 per cent on imports. Another powerful 
weapon is the quantitative limitation of imports. Again, 
subsidies may be given in one form or another to home 
industries. We need not continue the list, which would 
range from veterinary regulations to exchange control. We 
discuss in the next chapters the more important forms of 
protection, other than import duties, applied by Great 
Britain. 


2. A Brief History of the Tariff 

At the outbreak of war in 1914 Great Britain had no 
protective duties. The import duties on goods also pro- 
duced at home, such as spirits and beer, were accompanied 
by corresponding excise duties on home production Cus- 
toms and excise duties on alcohol yielded about £43 
million, on tobacco about £18 million, and on tea, cocoa, 
coffee, sugar, and dried fruit about £10 million — all to- 
gether over 40 per cent of the budget revenue. 

Most of these duties have been changed several times 
since 1914- The alcohol and tobacco duties have been 
greatly increased. Thus the duty on spirits was i4s.9d per 
proof gallon in 1914, 30s. in 1918, 50s. in 1919, and 72s.6d. 
in 1920 and thereafter, and the duty on tobacco was 3s.8d. 
per lb. in 1814, 8s.2d in 1918, Ss.iod. in 1927, 9s 6d. in 
1932, and iis.6d. in April 1939. Before the war of 1939 
revenue duties on imports yielded about £150 million and 
excise duties over £100 million (of which some £30 
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million from spirits and some £6o million from beer) — to- 
gether, well over a quarter of the total budget revenue. 

The main change in the picture — apart from the growing 
consumption of tobacco and the falling consumption of 
beer — was the rise of petrol as a revenue producer. The 
pre-1914 duty of gd a gallon on motor spirit yielded less 
than £i million. In 1921 the customs duty (then 6d.) was 
repealed. It was reimposed, under the heading of “hydro- 
carbon oils,” in 1928 at 4d. a gallon, raised to 6d. and then 
8d. in 1931, and increased to gd. in 1938, by which time 
it was yielding £50 million a year. 

We now turn to protective duties Only one set of such 
duties was imposed during the war of 1914-18. These 
duties, known as “McKenna Duties” (after Sir Reginald 
McKenna who was Chancellor of the Exchequer at the 
time), were imposed in 1915 at 33:^ per cent ad valorem 
on motorcars and motorcycles, clocks and watches, and 
musical instruments, together with a specific duty on 
cinema films at i/^d. per linear foot on blank, id. on 
positive, 5d, on negative. The purpose of the duty was to 
save cargo space: these goods were deemed luxuries. Never- 
theless the duties have survived. They lapsed in 1924 but 
were reimposed the following year. Those on clocks and 
watches and musical instruments were somewhat reduced 
by the trade agreement with Germany in 1933 In 1937-38 
the McKenna Duties yielded some £3 million, of which 
£1.7 million came from motorcars and motorcycles. They 
now come under the Import Duties Act, 

The ''Key Industry'* Duties were first imposed by the 
Safeguarding of Industries Act of 1921. Their object was 
frankly protective. They applied to “certain articles of a 
pivotak character which were regarded as vital to the na- 
tional safety in time of war or of outstanding importance 
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to industry They were at first imposed for five years only. 
Mr. Baldwin said: ‘‘The object of fixing the period of five 
years is that that is the term of years which, after very 
careful consideration, we believe to be long enough for any 
industries that they may be able to stand and flourish at 
the end of that period. I think in specifying five years we 
have gone to the limit of what the industries may reason- 
ably expect.”^ Nevertheless these duties have survived, with 
minor changes, to the present day. The Board of Trade 
has the power to issue lists of articles (within the general 
classes stated in the Act), subject to these duties. The rate 
of duty is 33!/^ per cent ad valorem except on optical 
glass and optical instruments (50 per cent) and on certain 
carbons (5s. or ys.Gd. per lb ). Among the numerous goods 
included are various precision instruments, many chemi- 
cals, wireless valves, and ignition magnetos. They yield 
about £i million a year. 

In 1925 a protective duty of 80s. per cwt was imposed 
on imported hops. In the same year revenue duties, ac- 
companied by excise duties, were imposed on silk (3s. per 
lb on raw silk) and artificial silk (is. per lb.). Silk was 
regarded as a luxury. In 1933 and 1934 these duties were 
made protective. The raw silk duty was reduced by half to 
IS. 6d. and duties on more-finished silk products were 
increased. 

In 1928 a 33 per cent ad valorem duty was imposed 
on buttons and one of 25 per cent on hollow ware, largely 
in the hope of reabsorbing unemployed workers in these 
industries. These duties lapsed in 1933. 

Thus the situation in September 1931 was as follows: 
There were the staple revenue duties, now including hydro- 

^Cmd 4066. 

2 142, House of Commons Debates, 5 s , p 877 
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carbon oils and silk. There were protective duties on 
McKenna goods, key industry goods, buttons and hollow 
ware, and hops. Great Britain was still free trade. She had 
barely scratched the surface of protection. 

During the crisis in the autumn of 1931 it became clear 
that the new National Government would consist pre- 
dominantly of Conservatives and might well impose tariffs. 
British merchants and manufacturers gave large orders for 
imports, in order to forestall possible duties by building 
up stocks To prevent this, the Abnormal Importations 
(Customs Duties) Act was rushed through in three days. 
Under this Act the President of the Board of Trade could 
issue orders imposing duties up to 100 per cent ad valorem 
on imports of manufactures. Three sets of orders were 
issued, in November and December, imposing duties of 50 
per cent ad valorem on a wide range of manufactures. 

Another measure passed at this time was the Horticul- 
tural Products (Emergency Provisions) Act. This enabled 
the Minister of Agriculture to make orders levying duties 
up to 100 per cent ad valorem on certain classes of fresh 
fruit, fresh vegetables, and similar products if they could be 
produced to a greater extent in the United Kingdom or if 
they were articles of luxury. Orders were made under this 
Act during January, February, and March 1932 One ob- 
ject of the duties seems to have been to prevent foreign 
growers of fruits and vegetables from “skimming the 
cream” off the British market by selling large quantities 
of their products before the British varieties were ready 
Hence a number of the duties varied greatly according to 
the season of the year, being heavy during the “early” 
season of the products in question. This Act was revoked 
in September 1932 and the duties were continued under 
the Import Duties Act. 
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The basis of the present protective tariff is the Import 
Duties Act of February 1932. This imposed a general ad 
valorem duty of 10 per cent on all imports, except those 
specifically exempted, as from March 1. The free list, 
naming the articles which were exempted, consisted of 
some hundreds of items, including most raw materials. 
The Act did not apply to Empire products. It replaced 
the emergency duties levied under the Abnormal Importa- 
tions Act, but all other duties remained in force. Under 
fbis Act, the Import Duties Advisory Committee, discussed 
in the next section, was set up. From April 1932 onwards 
this committee has from time to time recommended duties 
higher than 10 per cent upon a considerable number of 
items. Upon its recommendations orders have been issued 
imposing, for example, duties of 20 per cent upon many 
manufactures, of 30 per cent upon luxuries such as furs 
and jewelry, and of 33I/3 per cent on many iron and 
steel products. 

The Ottawa agreements were signed in August 1932 and 
were followed by the Ottawa Duties upon foreign imports 
of a kind which the Empire could supply. They included 
duties of 15s. per cwt. on butter, 15 per cent ad valorem 
on cheese, and specific duties on eggs and apples, oranges, 
and certain other fruit. Wheat was removed from the free 
list and taxed 2s. per quarter. 

From 1932 to 1938 the United Kingdom and the Irish 
Free State carried on a tariff war. The latter had not kept 
its agreement to pay certain sums due to the United 
Kingdom, which retaliated by imposing under the Irish 
Free State (Special Duties) Act additional duties of 20 
per cent ad valorem on live animals, meat poultry, game, 
butter, eggs, and cream from that country These duties 
were considerably increased as time went on and feeling 
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became more bitter; and of course the Free State retaliated. 
In 1936 both sides reduced their duties and in 1938 a set- 
tlement was reached and these special duties were abol- 
ished They had hit Eire hard, for Great Britain is her 
chief market, and they had led to a good deal of smuggling 
over the border into Northern Ireland. 

In 1936 duties, the main one being ^d. per lb, were 
imposed on beef and veal from non-Empire countries. 

The table on page 35 shows the receipts from the various 
duties or groups of duties in 1936, 1937, and 1938. 

3. How THE Tariff Is Made 

In the United Kingdom all import duties are imposed 
under the authority of Acts of Parliament. A trade treaty, 
provided that it did not change the law or impose taxes or 
, public expenditure, could be made by the government 
without consulting Parliament, for the Crown has the sole 
right of making treaties. But it has become the custom in 
recent years to submit all treaties for parliamentary ap- 
proval, so that tariff policy in all its aspects, including the 
quantitative limitation of imports, is subject to the control 
of Parliament, In the last resort, it is Parliament which 
decides whether a policy of free trade or protection shall 
be followed and, if the latter, how strong the dose shall be. 

Revenue duties are imposed by the Finance Act. Most 
of them are imposed for one year only and renewed in 
the Finance Act of the following year, unless it is decided 
to abolish them or to change them. These decisions are 
made by the Chancellor of the Exchequer. Each year he 
has to determine how much revenue must be raised and 
what is the best way of raising it. His proposals, when they 
have been accepted by Parliament, become the Finance 
Act of that year. A special emergency may arise requiring, 
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as it did in September 1931 and again in September 1939, 
a second set of proposals (a supplementary budget) em- 
bodied in a new Finance Act which replaces that of the 
previous April. 

The Chancellor may decide that he can afford to repeal 
or to reduce some existing revenue duties. On the other 
hand, he may need more revenue than in the previous 
year and may therefore impose some new duties or in- 
crease some existing ones. The latter course does not 
always have the desired result. For example, in 1920 the 
duty on sparkling wines was increased from 2s 6d a bot- 
tle to 5s. plus 331/4 per cent ad valorem a bottle Con- 
sumption fell off so much that the yield of this duty di- 
minished and in the following year it was reduced to 
i2s.6d. per gallon. Most revenue duties, however, are 
levied upon goods whose consumption would not fall off 
much if their price were raised, so that an increase in the 
rate of duty does result in a larger revenue. The estimates 
of the revenue to be derived from the various duties are 
prepared mainly by the statistical staff (of the Board of 
Commissioners of Customs and Excise and of the Inland 
Revenue Department) of the Treasury, and these esti- 
mates are usually fairly near the mark. 

Although the Finance Bill is debated in Parliament, the 
Chancellor of the Exchequer frames his budget as a whole 
and seldom alters any of his proposals in order to comply 
with the wishes of Parliament unless the feeling of many 
members on the point is very strong. He can, of course, 
get the bill through without amendment because his party 
controls the majority of votes in the House of Commons, 
whilst the House of Lords cannot hold up a “money’’ bill 
for any length of time and the assent of the Crown is 
never refused. 
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The procedure for protective duties is quite different. 
These are all imposed under the authority of some Act of 
Parliament, but as a rule they are not set out in detail, 
discussed by Parliament, and then embodied in an Act. 
Parliament simply would not have the time to discuss all 
the many hundreds of duties, not to mention exemptions 
and drawbacks, which have constituted the protective tariff 
since 1932. Changes are frequently made, and it would 
hardly be feasible to incorporate each of these changes in 
a bill which had to pass through all the various stages of 
procedure before becoming an Act. The practice, there- 
fore, is for the Treasury to make an order stating in full 
detail the change to be made. This order is laid on the 
table of the House and from that moment has the force of 
law If it imposes a duty it must be approved by the House 
within twenty-eight days or it then ceases to have effect. 
Other orders, however, continue in force unless the House 
annuls them within twenty-eight days. It seems beyond 
doubt that this system deprives Parliament of any effective 
control. There is seldom time for a full discussion of the 
orders. Probably the best way to restore real, as opposed 
to nominal, control by Parliament would be to create a 
small committee of members to consider the orders and 
to give them power to cross-examine the Import Duties 
Advisory Committee 

This body is of the greatest importance in shaping the 
protective tariff, for it advises the Treasury what orders 
to issue and its advice is usually taken. We must therefore 
discuss it at some length 

The Import Duties Advisory Committee was created by 
the Import Duties Act of 1932. It must consist of not less 
than three and not more than six members; appointments 
are made by the Treasury for three years, but can be 
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renewed; and the remuneration of the members is decided 
by the Treasury. In fact, three members were appointed 
and have continued to constitute the committee up to the 
present time (spring of 1940). The chairman is an actuary, 
Lord May. The other two are Sir Sidney Chapman, at one 
time a professor of economics, and Sir George Allen Pow- 
ell, a barrister and a former civil servant. The secretary 
is Sir Percy Ashley, who was seconded from the Board of 
Trade. 

It will be remembered that the Import Duties Act of 
1932 imposed a general ad valorem duty of 10 per cent 
with a free list and that the Ottawa Agreements Act of 
the same year imposed duties on certain products from 
non-Empire sources. The committee may make recom- 
mendations concerning all these articles. 

It can recommend taking an article off the free list. It 
can recommend putting on the free list any article sub- 
ject to the 10 per cent ad valorem duty. It can recommend 
granting or repealing drawbacks. It can recommend “addi- 
tional duties'' upon goods subject to the 10 per cent ad 
valorem duty, provided that they are not non-luxuries un- 
likely to be produced in substantial quantities in the 
United Kingdom; and upon goods subject to Ottawa duties 
provided that they were not on the free list before the 
Ottawa Agreements Act. Since 1936, it has had the power 
to recommend additional duties upon “key industry” goods 
and since 1938 upon goods previously subject to McKenna 
duties. It can recommend the importation by license of 
particular consignments of machinery, not procurable in 
the United Kingdom, either free or at reduced rates of 
duty. 

Thus the committee has very wide powers of recom- 
mendation. But there are some things which it cannot 
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recommend. It cannot recommend a reduction of duty on 
“key industry” goods or on McKenna goods. It cannot 
recommend additional duties on goods which were on the 
free list before the Ottawa Agreements Act. It cannot 
recommend reductions in Ottawa duties below the limit 
set by the Ottawa agreements or above the limit specified 
in the Act. It cannot recommend additional duties, above 
the lo per cent of the 1932 Act, upon articles which are 
not articles of luxury and not likely to be produced in 
substantial quantities at home. And it has no power to 
recommend changes in the duties on foreign beef and veal, 
which were imposed under a special Act of Parliament in 
1936. “Additional duties” may be recommended on either 
an ad valorem or a specific basis, but the 10 per cent ad 
valorem duty can be changed to a specific basis only if it 
can be “levied with greater advantage and convenience” 
in that manner. 

The committee can only recommend. It is for the 
Treasury to decide after consulting with the “appropriate” 
department (the Ministry of Agriculture for agricultural 
products and the Board of Trade always) whether or not 
to accept its recommendations and embody them in an 
order. The Treasury, within limits, can make an order 
which differs from the recommendations of the committee. 
When the committee recommends an “additional” duty — 
“additional,” that is, either to the 10 per cent ad valorem 
duty or to an Ottawa duty or to a key industry duty or to 
a McKenna duty — the Treasury cannot make the duty 
higher than recommended. This is a surprising surrender 
of power. But it can impose a duty at any lower rate down 
to, but not below, the basic duty on goods of that class. 
When the recommendation is to reduce an ad valorem 
duty, the Treasury may make a smaller but not a larger 
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reduction than that recommended When the com- 
mittee recommends adding an article to the free list, or 
removing one from it, the Treasury can only accept or 
reject the recommendation as it stands. The Treasury can- 
not impose a duty at a rate lower than lo per cent unless 
this is expressly recommended by the committee. 

Before discussing on what lines the committee have 
acted, a word should be said about retaliatory duties, 
which do not fall within their sphere These are imposed 
against any foreign country which, in the opinion of the 
Board of Trade, discriminates against imports from the 
United Kingdom or its Colonial Empire. They are over 
and above any other duties already levied on the same 
goods, but they must not exceed loo per cent. The Board 
of Trade must get the consent of the Treasury before 
imposing them, and the latter before giving its consent 
must consult any other government department which 
seems to it to be concerned The Finance Act of 1933, 
moreover, gives the Treasury, on the recommendation of 
the Board of Trade, the power to repeal or reduce duties 
in order to give effect to a commercial agreement. It may 
be noted that the beef and veal duties have been modified 
in this way. Tongues and jellied veal imported in air-tight 
containers were exempted from duty in order to comply 
with the terms of the Anglo-Polish trade agreement. 

4. The Work of the Import Duties Advisory Committee 

The 1932 Act, which created this committee, gives it 
the power to subpoena witnesses and to call for documents, 
with the proviso that information about a business must 
not be disclosed without the previous consent of its owner. 
The Act leaves the committee a free hand to choose what- 
ever procedure it thinks best, except that it is bound to 
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consider all representations made to it. Shortly after it was 
set up, the committee made the following announcement: 

The , . . Committee desire to announce that applications 
should be made as far as possible by representative bodies of 
the trade concerned. The Committee do not propose to pro- 
ceed as a rule by formal hearings. Applicants, therefore, should 
submit their case fully in writing, and the Committee will call 
for supplementary statements, oral or written, as may be re- 
quired The Committee will from time to time give notice of 
cases . . . which they are considering ... in order that inter- 
ested parties may have the opportunity of making repre- 
sentations. 

Proceedings are held in camera. Those who oppose a 
suggested change cannot insist upon cross-examining those 
in favor of it It is the usual practice of the committee to 
set out their reasons for any recommendation which they 
make to the Treasury. These statements are published 
together with the corresponding orders. 

A study of these statements reveals the main considera- 
tions on which the committee have based their decisions. 
Their reason for recommending an increase in duty is 
usually that the home industry is not flourishing or is 
'^endangered” or “in jeopardy” or that “home manufac- 
turers are finding it difficult to secure a profitable outlet 
for their production” or that there is considerable unem- 
ployment in the industry. The committee state why this is 
so. It is often due to an increase of imports, although some- 
times it is due mainly to a rise in the cost of materials 
which does not seem to have raised import prices of the 
finished products to a corresponding extent. In any event, 
the committee hope that an increase in duty will help to 
remedy the trouble. Their phrasing sometimes suggests 
that they regard imports as a menace to the established 
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a duty in order to call forth adequate home supplies or to 
reduce it in order to help the industry which uses the 
article. The committee have recommended a larger num- 
ber of drawbacks in order to prevent exporting industries 
from being handicapped by duties on their materials. 

Sometimes the committee, when considering an appli- 
cation for a change of duty on some particular product, 
have decided to review the rates of duty on a large number 
of related products. But on the whole they seem to have 
proceeded empirically and to have considered each case 
on its merits in the light of the situation existing in the 
relevant industry or industries. Nevertheless we can make 
the following tentative generalizations upon what they 
have done. They have tended to favor low rates of duty 
upon foodstuffs which are widely consumed by the work- 
ing classes. They have tended to favor high duties of 30 
or 33!/^ per cent upon luxuries and upon the products 
of what they regarded as key industries. On many manu- 
factures they have not been averse from imposing an addi- 
tional duty of 10 per cent, making the total duty 20 per 
cent They have been most ready to grant a reduction of 
duty when a small reduction would considerably expand 
exports or employment. They seem never to have recom- 
mended a rate of more than 33!/^ per cent ad valorem on 
any article not subject previously to key industry or Mc- 
Kenna duties, but they have recommended a number of 
specific duties on low-priced imports which are equivalent 
to a higher rate than this. 

An interesting solution was found in 1938 to a problem 
which duties or drawbacks could not adequately cope 
with. The growers of barley applied for an additional 
duty on barley and in particular on barley used for malting. 
Most imported barley is used as feed for cattle and it was 
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not thought desirable to penalize the numerous cattle 
farmers for the benefit of the much less numerous barley 
growers. The other main uses of barley are m beer brew- 
ing and malting and whisky distilling. A duty on imported 
barley used for malting would have encouraged a greater 
use of home-grown barley for these purposes, but it was 
hardly practicable without an elaborate and expensive con- 
trol of dealers to distinguish between this and other 
barley. The committee therefore entered into negotiations 
with brewers and distillers. The Brewers Society promised 
on behalf of its members that they would do their utmost 
to buy at least million cwts. of home-grown barley 
each year and to increase this amount if the output of beer 
increased. The chief distillers promised, unless market 
condidons changed, to continue to buy only home-grown 
barley. Hence the committee decided to regard the applica- 
tion for an increased duty as being in suspense. 

It may be added that from time to time the committee 
have been asked by the government to make investiga- 
tions outside their statutory province. Thus in 1932 the 
Chancellor of the Exchequer asked them to report upon 
the silk and artificial silk duties; in 1933 President of 
the Board of Trade asked them to discover how far the 
Canadian Government was right in complaining that Rus- 
sian timber was being dumped in the United Kingdom; in 
1935 they were asked to consider whether the marketing 
arrangements in London for lead and zinc deprived Domin- 
ion producers of their preferential advantages; and in 1936 
the Board of Trade requested them to examine the present 
position and future development of the iron and steel 
industry. 



Chapter III 


OTHER FORMS OF PROTECTION 
1. Introductory 

Import duties are not the only form of protection There 
are many other ways of directly or indirectly restricting 
imports. 

It can be argued that evei7 kind of state action may have 
some effect in favoring home products relatively to imports, 
or conversely. If the result is to promote exports and to 
increase the proportion of total output which is sold 
abroad, the presumption is that imports also will tend to 
increase. But it would lead us much too far afield to con- 
sider from this standpoint all that the state has done in 
Great Britain during recent years. The favorable or un- 
favorable effect upon imports of most of its activity is 
either negligible or purely a matter of conjecture 

Let us take an example. The Derating Act of 1929 was 
an important piece of legislation. In Great Britain, the 
revenue of local authorities is derived largely from taxes on 
the value of buildings. A firm must pay this tax whether 
it is making large profits or small profits or losses The tax 
is an overhead cost which must be met These local rates, 
as they are called, clearly tend to discourage investment 
in building and to penalize firms, notably those in the 
heavy industries, whose premises are of necessity large and 
valuable relatively to their profits. The 1929 Act was an 
attempt to remedy this. It reduced the rates on certain 
types of buildings and is estimated to have lessened the 
burden of rates on industry by some £29 million a year. 
Did this assist home producers to compete more successfully 
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against imports? It can be argued that it merely relieved 
them o£ a burden which ought never to have been placed 
upon them. It can be argued that the relief to industry was 
less than it seemed, since the central government had to 
compensate the local authorities by increasing its annual 
grant to them and therefore had to raise more in taxation 
than it would otherwise have done. It can be pointed out 
that some of the industries were export industries. It can 
be urged that local rates did not affect output anyway, 
since they were fixed charges which did not vary with out- 
put. We do not propose to discuss how much truth there 
is in any of these arguments. Our object is to point out 
that such a discussion would be long and would probably 
lead to no very certain or definite conclusion. We shall 
therefore confine ourselves to the more important actions 
of the state which have obviously either restricted imports 
directly or assisted home producers to compete against 
imports. 

Nevertheless a few words may be said here about mone- 
tary policy. Monetary policy can be made the most power- 
ful instrument of protection. This had happened during 
recent years in a number of countries, notably Germany, 
which have adopted more or less complete exchange con- 
trol. They have been able by this means to decide which 
goods shall be imported and in what quantities, and to cut 
down their total imports to any extent desired. Great Brit- 
ain has not done this. She has placed no obstacles in the 
way of British importers who wish to pay their foreign 
suppliers. But it might be suggested that British policy as 
to the exchange value of sterling has indirectly restricted 
imports. The Exchange Equalization Fund, it might be 
urged, has kept down the exchange value of sterling over a 
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considerable period and has thus tended to keep out for- 
eign goods by making them dearer in terms of sterling. 
It might also be suggested that the voluntary ban on loans 
to foreign countries has acted as a brake on world trade. 
The borrowing countries, if they could have raised loans 
in London, would have bought more from Great Britain 
and elsewhere. Imports into Great Britain would subse- 
quently have increased owing both to the general stimulus 
to international trade resulting from the loans and to the 
interest payments due to her upon them We discuss these 
two points in the chapter on monetary policy. But we may 
point out at once that to some extent they cancel out, 
for if Great Britain had lent more abroad this would have 
had a downward effect on the exchange value of sterling. 

2. Assistance to Home Producers Competing Against 

Imports 

In some countries a definite and substantial preference 
is given to home firms and home materials on public con- 
tracts. In Great Britain public and semi-public bodies do 
tend, under the influence of sentiment and of public opin- 
ion, to favor British firms in placing their contracts. But 
there is no law about this;^ the Treasury acts as an alert 
watch-dog to prevent unnecessary expenditure by the de- 
partments of the central government, and the discrimina- 
tion exercised is slight and negligible compared with that 
which takes place in a number of other countries. 

The Merchandise Marks Acts require certain articles to 
bear an indication of their origin. This assists home pro- 

^It IS interesting to note, however, that the sugar commission set up 
under the Sugar Industry Reorganization Act of 1936 may forbid the 
British Sugar Corporation to install or use any class of equipment, plant, 
material, or other article not wholly manufactured m the United Kingdom. 
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ducers in so far as consumers prefer to buy British. But 
the total effect is probably small, and it is doubtful whether 
this measure should be termed protective. 

During recent years most of the subsidies paid by the 
state have gone to agriculture. During the years 1932 to 
1938 inclusive beet sugar received £18.6 million, land 
fertilization £2.0 million, and oats and barley £164,000. 
The only other subsidies of any size over this period were 
£4 million to tramp shipping, £3.5 million to civil avia- 
tion, and £110,000 to herring fishing. Agriculture, which 
employs less than three-quarters of a million people out 
of a working population of over 2 1 million, is also assisted 
in other ways, in addition to subsidies and duties and 
restrictions on various imports. Farmers can choose any of 
three bases of assessment for their income tax, and this is 
a valuable concession. Agricultural land is free from local 
rates. Wheat farmers are helped by the wheat scheme, 
which does not appear in the above list of subsidies be- 
cause the cost is borne not by the taxpayers but by the 
consumers. We devote a special chapter to agriculture, but 
it is relevant to note here the assistance it receives, for 
nearly all its products compete with imports. 

The beet sugar subsidy and the wheat scheme are dis- 
cussed in this chapter, instead of being considered together 
with other forms of assistance to agriculture in Chapter 
VIII, because they have an obvious and substantial effect 
in keeping down imports of wheat and sugar. We also give 
a brief account of the shipping subsidy. Although shipping 
services are an ‘Invisible export” and help to cover the 
adverse balance of trade, British ships do compete with 
other ships for passengers and freight. We discuss also the 
quota scheme for British cinematograph films. 
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3. Quantitative Limitation of Imports 

For various reasons the importation of a number of 
products into Great Britain is prohibited. Examples are 
prepared opium, white phosphorus matches, parrots, musk- 
rats, lottery advertisements, and indecent or obscene ar- 
ticles. Some prohibitions apply only to goods from cer- 
tain countries: for example, to shaving brushes from Japan. 
Some articles — for example, cocaine, vaccines, dogs and 
cats, and fire-arms — can be imported only under special 
license. Others, such as live cattle, tobacco, and saccharine, 
must go to special ports. 

We shall concern ourselves only with restrictions im- 
posed as protective measures in order to help home pro- 
ducers or to give preference to imports from certain coun- 
tries. It may be thought that the powers bestowed on the 
Ministry of Agriculture and the Ministry of Health to 
restrict imports, in order to prevent disease, could be 
used as instruments of protection In fact, they do not 
seem to have been used in this way When it was desired 
to give preferential treatment to Canadian cattle, a spe- 
cial Act of Parliament, the Importation of Animals Act 
1922, was deemed necessary. This Act permitted Canadian 
store cattle, if certain specified conditions were fulfilled, 
to be exempted from the law requiring cattle to be placed 
in quarantine at a special port and to be slaughtered there 
within ten days of landing. 

The limitation of imports on particular goods can be 
a most effective way of protecting home producers. It may 
be thought that if imports of bacon and hams, for example, 
are restricted to, say, 7.6 million cwts. a year, this has 
precisely the same effect as an import duty which results 
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in a total import of only 7.6 million cwts. But this is 
not so. 

In the first place, producers feel more secure than they 
would under the import duty. They know that however 
much prices may fall abroad only the quantity fixed will 
come in To that extent, their market is assured. 

In the second place, an import duty brings in revenue 
to the government. Every unit which enters pays the duty. 
Under an import quota the government gets nothing un- 
less it sells or taxes import licenses. The extra profit per 
unit, due to the excess of the home price over the world 
price, upon the imports goes to importers or exporters or 
both. If import licenses are granted and exporters com- 
pete with one another it goes to importers. If exporters 
are organized for the purpose of selling in the importing 
country, and the limitation is administered by the issue 
of export licenses to exporters, it goes to the latter. 

In the third place, the total permitted quantity of im- 
ports is usually divided among the exporting countries on 
some basis, such as the proportion of total imports which 
they supplied in some preceding period, and any such basis 
must be more or less arbitrary. This enables a restricting 
government, if it wishes, to evade its obligations under 
the most-favored-nation clause and to discriminate in favor 
of certain countries by choosing a basis which gives them 
a relatively high proportion of the total quota. 

In the fourth place, a quota has certain advantages, as 
a protective device, over an import duty. Consumers, not 
fully realizing its effects, do not object to it as much as 
they would object to a tariff which raised prices to the 
same extent. A quota can often be altered more rapidly 
and easily than an import duty. This makes it both more 
flexible as a means of protection and more powerful as an 
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instrument of bargaining with other countries for trade 
concessions. 

From the standpoint of free traders, import quotas are 
worse than tariffs. They cut off the home market from the 
influence of the world market. Home prices may be rising, 
owing to an increase in home costs, while world prices are 
falling. This would not happen under a fixed tariff, pro- 
vided it were not prohibitive. Import quotas tend in prac- 
tice to lead to monopolies of importers: it is often difficult 
for new firms to get the right to become importers of 
“quota” products. And in some countries import quotas 
lead to a certain amount of corruption. 

Of course a product may be subject both to quota and 
to an import duty. In some countries the “tariff quota” is 
often used. A certain quantity from particular countries 
is admitted at a relatively low duty; additional imports can 
come in, perhaps without limit, on payment of a much 
higher duty This applies to most iron and steel products 
entering Great Britain. Again, the restriction may be im- 
posed voluntarily by the exporting countries. But this will 
succeed in keeping down their exports to the desired level 
only if there is some organization for doing so and the 
countries fear that worse will befall them if they fail. The 
voluntary restriction of meat exports from the Dominions 
was not very successful. On the other hand, the present 
voluntary restriction, by exporting countries, of exports 
of canned beef and processed milk to Great Britain seems 
to be working satisfactorily. 

The commodities whose import into Great Britain is re- 
stricted by prohibitions or compulsory quotas are dye- 
stuffs, bacon, meat, potatoes, and sea-fish. We discuss them 
briefly below, together with the “tariff quota” on most 
iron and steel products. 
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It may be added that these devices can be employed as 
a means of exerting political pressure. This has happened 
twice in Great Britain during recent years. The Irish Free 
State (Special Duties) Act of 1932 besides imposing extra 
duties on Irish goods also prohibited the importation of 
beef and veal and restricted by quota the importation of 
cattle from the Irish Free State. The dispute lasted until 
1937-38, when these restrictions were removed. In 1933 a 
dispute arose with Russia over the imprisonment by that 
country of certain British nationals. In consequence the 
Russian Goods (Import Prohibition) Act of 1933 was 
passed, giving power to prohibit by Proclamation the im- 
port of any goods produced in Russia. A Proclamation was 
made in April prohibiting the import of timber, petroleum, 
butter, wheat, and certain other goods. It was revoked in 
July, the prisoners being released. 

4. Beet Sugar 

The subsidy on beet sugar dates from 1924. At that time 
a few thousand acres were under beet and there were three 
factories. The government decided to subsidize the indus- 
try, the money being paid to the factories on sugar pro- 
duced, for various reasons It wished to help arable farm- 
ing, which was declining and in some difficulty. Sugar beet 
is a good cleaning crop; it frees the soil from weeds. It needs 
a considerable amount of fertilizer. Hence other crops, 
notably wheat, which follow sugar beet in rotation on the 
same land benefit from a clean and fertile soil. Another 
reason for the subsidy was the desire to give employment, 
especially in East Anglia where most of the beet is grown. 
Sugar beet requires a great deal of labor, although this is 
mostly casual labor employed during the season to hoe and 
gather the crop. But the main reason was probably the 
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wish to be less dependent on imported sugar in time of 
war. It should be remembered that before 1914 about half 
Britain’s imports of sugar had been beet sugar from Ger- 
many and Austria. 

It was hoped that the industry would need less and less 
assistance as it became established. Accordingly the sub- 
sidy was a tapering one: 19s 6d. per cwt. of sugar in 1924-27; 
13s. in 1928-30, 6s.6d. in 1931-34. The excise duty was re- 
imposed at the same rate as the customs duty on Empire 
sugar. 

A rapid expansion followed. The acreage under sugar 
beet rose from 22,000 in 1924 to a peak of 396,000 in 1934 
and the number of factories rose to 18. The output of sugar 
rose from 24,000 tons in 1924 to 615,000 in 1934. The cost 
to the Exchequer over these ten years was £40 million — 
£30 million in subsidies and £10 million representing the 
difference between the excise duty on home-produced sugar 
and the customs duty on foreign sugar. It is right to in- 
clude this £10 million, for half the imports come from 
non-Empire sources despite the preference on Empire 
sugar, so that if the home industry were not there the gap 
would be filled by imports paying the full rate. 

Over these ten years both the growers and the factories 
had increased their efficiency Nevertheless the industry was 
little nearer standing on its own feet than in 1924. For over 
this period great technical improvements had been made 
— notably the discovery in Java of a very prolific type of 
cane — ^in the production of cane sugar. For a number of 
years hardly any beet sugar, wherever grown, has been 
able to compete without a subsidy against the cheap cane 
sugar from the tropics One result of this technical progress 
has been a considerable fall in the world price of sugar 
and a marked increase in its consumption. 
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In 1935 the Greene Committee, which had been set up 
by the government in the previous year to review the ques- 
tion, published its report. Two of the three members were 
in favor of abolishing the subsidy altogether. But the Gov- 
ernment followed the advice of the third member to con- 
tinue the subsidy. It passed the Sugar Industry Reorgani- 
zation Act of 1935. This continued the subsidy but limited 
the amount of home-produced sugar to a maximum of 
560,000 tons a year, the estimated product of 375,000 acres. 
It amalgamated the sugar factories into the British Sugar 
Corporation and limited its profits. It set up a permanent 
Sugar Commission which determines the rate of subsidy. 
This is fixed in such a way as to call forth rather less than 
560,000 tons of sugar a year. During recent years the sub- 
sidy and the revenue abatement together have cost some 
5 or 6 million pounds a year. The amount of home-grown 
sugar has been around 450,000 to 500,000 tons and of re- 
tained imported sugar around 1.5 or 1.6 million tons Since 
1928 there has been a protective duty on sugar-refining and 
over 300,000 tons of refined sugar are exported from Great 
Britain. The large refineries are more efficient at refining 
than the sugar beet factories, but to protect the latter an 
industrial agreement was negotiated giving them the right 
to refine about a quarter of the total sugar requirements 
of the country. They have not always fully used their 
quota: when the margin on refining has been small they 
have sold part of their quotas (at about is.4d. per cwt.) 
to the large refineries. 


5. Wheat 

The Wheat Act of 1932 was passed at a time when the 
price of wheat had fallen greatly. It was feared that unless 
something was done to help wheat farmers some of the 
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land normally under wheat would be put down to grass or 
would go out of cultivation altogether. There was also a 
desire to maintain and increase employment; a vague be- 
lief, quite unfounded, that wheat was in some sense the 
backbone of agriculture; and a feeling that it was unwise 
to let Great Britain become almost entirely dependent on 
imports from overseas. At the time, some 85 per cent of her 
wheat was imported. The acreage under wheat had been 
tending to shrink ever since the war. In 1931 it was only 
1.25 million acres, the lowest recorded. 

The Act set up a Wheat Fund from which '‘deficiency 
payments” are made in order to bring the price received 
by wheat farmers up to 10s. per cwt. (equal to 45s. a quar- 
ter), which is a little below the average price over the 
ten years before the Act But a limit was placed on the 
subsidy. If the total sales^ exceeded 27 million cwts , the 
amount of the subsidy would be sufficient only to bring the 
price up to 10s. on 27 million cwts. But in any event the 
whole subsidy was to be pooled evenly, every cwt. of wheat 
sold by a registered grower would receive the same defi- 
ciency payment, or subsidy, as every other. In 1937 the 
limit was increased from 27 to 36 million cwts. 

The subsidy is not paid by the government out of gen- 
eral revenue and therefore does not appear in the budget. 
It is paid out of the proceeds of a “processing tax” levied 
on millers and known as a “quota payment.” Every sack of 
flour milled in Great Britain pays this levy, which (together 
with a similar levy on the small amount of flour imported) 
constitutes the income of the Wheat Fund, Flour exported 
or sold to ships for stores receives a rebate. There is a 
Wheat Commission which determines what the average 

2 Some wheat is used by the growers and not sold to millers. This wheat 
receives no subsidy. 
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price actually realized for British %vheat has been, what was 
the total volume of sales of British wheat, and what, 
therefore, must be the deficiency payment per cwt., and 
which can adjust the le\7 on flour from time to time in 
order that the receipts of the fund shall cover its payments. 

This scheme has led to a marked expansion of wheat 
growing. Although the market price during recent years 
has averaged only about 7s fid per cwt., the acreage under 
xvheat has increased from 1.25 million acres in 1931 to over 
1.80 million acres,® and the output (for sale) from 20 to 30 
million cwts. The total subsidy was £4 5 million in 1932-33, 
£7.2 million m 1933-34, £fi 8 million in 1934-35, £5 6 mil- 
lion in i935-3fi, and £1.3 million in i93fi-37. Clearly the 
burden is borne, except in so far as part of it falls on wheat 
growers overseas, by British consumers of flour and bread 
or other products embodying flour. But the burden is not 
very obvious. In the first place, the proportion of wheat 
consumed which is grown at home and therefore gets the 
subsidy is less than 25 per cent In the second place, the 
subsidy falls as the price of wheat rises. When it rises above 
10s. per cwt. no subsidy is paid. The "Wheat Commission 
points out^ that when the quota payment was at its highest 
level (4S.3d. per 28 lb. sack of flour), in 1933-34 and 
1934-35, the price of bread was only 71/^d. to 7^d. per 4 lb. 
loaf and when in 1936-37, owing to high wheat prices, the 
quota was entirely suspended the price of bread rose to gd. 
Nevertheless the levy-subsidy (provided that wheat is be- 
low los. per cwt., so that the scheme is in operation) does 
act as a brake upon falling prices and does make the price 

3 The increase took place during 1932-34 In 1934 the acreage under 
wheat was i 87 million, 

^ 1938 Report, p. 130. 
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of bread a little higher, at any given time, than it other- 
wise would be. 

6. Shipping and Shipbuilding 

In 1934 the North Atlantic Shipping Act was passed. 
This authorized the Treasury to make advances up to 
£g 5 million for the construction of one or more large 
vessels for the North Atlantic service and for the pro- 
vision of working capital. The object was to get the Cunard 
Company to continue with the construction of the liner 
afterwards named the Queen Mary. Work on the liner had 
been abandoned owing to the fall in passenger traffic across 
the Atlantic. Half the workers in shipbuilding and 30 per 
cent of those in shipping were unemployed The main 
motive of the government was to reduce unemployment. 

The subsidy to the company took the form of a loan at a 
much lower rate of interest than they would have had to 
pay on the market. In return, the company agreed to merge 
their North Atlantic business with the Oceanic Steam Navi- 
gation Company, The government hoped that this would 
reduce competition and benefit both the companies. 

It is interesting, although perhaps irrelevant, to note 
that the government protected its interests as a first mort- 
gagee towards the close of 1934. A British concern was 
going to buy the ships of the Red Star Line from the Inter- 
national Mercantile Marine of New Jersey in order to run 
a “ferry service” at cut prices across the Atlantic. The 
Treasury expressed its disapproval and this stopped the 
deal. 

The British Shipping (Assistance) Act of 1935 granted 
two separate subsidies: the tramp shipping subsidy and 
the “scrap and build” scheme. 

The main object of the former seems to have been to 
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raise freight rates, which at the time were at only 77 per 
cent of their 1929 level, by restricting competition for 
freight among tramps. The scheme did not apply to pas- 
senger ships or tankers (already covered by an international 
cartel arrangement which compensated owners for idle 
tonnage) or to ships with refrigerator space. A committee 
was set up which gave a kind of quota to each tramp oimer 
by advising him what proportion of his tonnage (or, rather, 
ton-days) he should allow to be occupied. He received a 
subsidy only on that quota. The total amount of the sub- 
sidy was not to exceed £2 million and was granted for one 
year. The subsidy was continued, again with a maximum 
of £2 million, for another year. The full amount was paid 
out in both years It was again extended in 1937 but noth- 
ing was paid out as freight rates were well above the 1929 
level and the scheme contained a proviso that the subsidy 
should taper off to zero as freight rates rose above 92 per 
cent of the 1929 level. 

The ''scrap and build” scheme was for making loans up 
to a maximum of £10 million to shipowners for building 
new ships or modernizing old ones. Proposals for advances 
had to contain a promise to scrap two tons for every one 
ton of new building or to scrap one ton for every ton 
modernized. Foreign ships could be purchased for scrap- 
ping as well as British. Only £3.5 million was actually ad- 
vanced under this scheme, which came to an end in Feb- 
ruary 1937, by which time the whole situation had changed 
and instead of a surplus of shipping there was a shortage. 

By the end of 1938 British shipping was again depressed 
and the government in March 1939 put forward a new 
series of proposals to aid it. Briefly, these included up to 
£2.75 million a year for tramps, up to £500,000 a year for 
owners placing new orders for tramps or cargo liners, up 
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to £% million for purchasing vessels which would other- 
wise be sold abroad for breaking up but which could serve 
as British reserve, and loans on favorable terms up to £io 
million to shipowners for the building of tramps and cargo 
liners. 

These proposals were defended on the grounds that 
much foreign competition was subsidized and that it was 
vital for Great Britain to have sufficient shipping in time 
of war. 


7. Cinematograph Films 

The Cinematograph Films Act of 1928 established two 
quotas, one for “renters,"’ who hire out, or “rent,” films 
to exhibitors, and one for exhibitors. A minimum percent- 
age of the films rented by any renter during a “quota 
period” had to be British. Similarly a minimum percentage 
of those exhibited by any exhibitor had to be British. 
Offenders were subject to heavy fines. The quotas were 
laid down for ten years ahead and increased as time went 
on. The quotas were further separated into long films, of 
over 3,000 feet, and short films. 

Thus, in addition to the 33^ per cent duty on im- 
ported films, an increasing share of the home market was 
reserved for British films. Under this stimulus there was a 
gradual increase in their output, which was usually well 
above the quota minimum. But the number of films im- 
ported also increased year by year owing to the rapid 
growth of the cinema habit. 

One somewhat unfortunate consequence of this scheme 
was that a number of British films of little merit were pro- 
duced cheaply to enable renters and exhibitors to comply 
with the quota requirements. The Act of 1938 aimed at 
preventing this. In order to count as a quota film a picture 
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most be proved to have cost at least £7,500 and £1 a foot 
in labor costs. This condition, however, may be relaxed if 
the Board of Trade considers that a film has special enter- 
tainment value. On this matter the Board must consult 
the Cinematograph Films Council, consisting of twenty- 
one persons appointed by the Board, eleven being inde- 
pendent persons and the others representing different inter- 
ests of the trade. 

The Act of 1938 reduced the renters* quota, which was 
then 20 per cent, to 15 per cent for both long and short 
films. The quota was to rise over the next ten years by 
prescribed stages to 30 per cent for long films and 25 per 
cent for short films. The exhibitors* quota was fixed at 12^ 
per cent for both long and short films, and was to rise to 
25 per cent for long and 22^ per cent for short. 

An inducement was given to British companies to pro- 
duce expensive films suitable for export. A film which 
costs at least £22,500 and £3 a foot in labor costs may 
count as double its length for quota purposes, and one 
which costs at least £37,500 and £5 a foot in labor costs 
may count as treble its length. This Act has so far led to 
a considerable fall in the number of British films pro- 
duced but to a rise in the number of first-class films likely 
to find a market overseas. 

8. Dyestuffs 

The Dyestuffs (Import Regulation) Act of 1920 was 
originally passed for ten years but it was renewed from 
time to time until 1934, when it received slight amend- 
ments and was made permanent. It prohibits the import 
of synthetic organic dyestuffs, at any stage of manufacture, 
except under license from the Board of Trade, A license 
may be granted either for particular consignments or for 
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particular classes of dyestuflEs. The Board of Trade are 
advised in this matter by a committee of eleven persons, 
three independent, five from the trades using dyestuffs, and 
three representing home manufacturers. If the committee 
finds that the goods to which the application refers are 
wholly manufactured in one of the Dominions the Board 
cannot refuse a license. In other cases it may act as it 
thinks fit. 

The main motive behind this prohibition is strategic. 
The war of 1914-18 showed that Great Britain relied on im- 
ports, mainly from Germany, for such dyestuffs But of 
course the same can be said of certain key industry and 
other duties, such as those on optical glass. The result has 
been to promote the production of dyestuffs in Great Brit- 
ain although costs of production are considerably higher 
than in Germany 


9. Bacon and Hams 

In November 1932 voluntary agreements were made with 
eleven foreign countries to restrict their exports of bacon 
and ham to the United Kingdom. The agreements were 
for the period November 1932 to September 1933. Total 
imports from these countries were to be 20 per cent less 
than in the corresponding period of the previous year, 
when imports had been unusually large Each country was 
alio ted a certain percentage of the total: for example, 61.1 
per cent to Denmark and 6 4 per cent to the United States. 
In fact, imports over this period were 2 per cent greater 
than allocations 

Owing to a considerable increase in the British output 
of bacon, it was decided to reduce imports still further. 
The eleven countries agreed to a reduction of 1 1 per cent 
but when a further reduction of 16 per cent was requested 



OTHER FORMS OF PROTECTION 63 

Denmark objected. Compulsion was therefore introduced 
by the Bacon (Import Regulation) Order of November 
1933, issued under the Agricultural Marketing Act. This 
order prohibited the import of bacon and ham, except 
under license, from any foreign country which sent more 
than 400 cwts. a week to the United Kingdom. 

As bacon is almost the leading British import commodity 
in value, we give below a table showing imports from 1932 
onwards. It will be seen that total imports have fallen from 
some 12 million cwts. to 7^ million cwts. Imports from 
foreign countries have been cut down by more than half. 
This has particularly hit Denmark, which had specialized 
in supplying bacon to the British breakfast and obtained 
a considerable part of her national income from that source. 
But Denmark, and other foreign suppliers, have not suf- 
fered as much as they might have done in that the limita- 
tion is administered by export licenses issued to the gov- 
ernments of the exporting countries and almost the whole 
of the price difiEerence due to the restriction of imports has 
gone to the foreign suppliers They have received around 
£1 a cwt. more than the price ruling in their own countries. 

It will be noted from the table that imports from Canada 
have greatly increased. No restrictions have been imposed 
on Empire countries, but it was agreed with Canada in 
1932 that she could export up to 2,500,000 cwts. As her 
exports to Great Britain had averaged 201,000 cwts. in 
1929-31, this gave rise to the Joke that an extra nought had 
got in by mistake. But imports from Canada rose so rapidly 
that in 1936 a new agreement was made which gave the 
United Kingdom the right, not yet exercised, to restrict 
imports from Canada if they were “expanding at an abnor- 
mal rate” towards the agreed maximum of 2,500,000 cwts 

After import regulations had been working for some 
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time it was found that unusually large amounts of bacon 
were coming in from some countries wiiose exports had 
previously been less than 400 cw^ts. a week and were there- 
fore not restricted. It was believed, for example, that Dan- 
ish pigs were being sent to Germany to be cured and that 
in this way Danish bacon was escaping the quota restric- 
tion by coming in through Germany. In 1935 an order was 
made to stop this loophole by prohibiting the import of 
any bacon produced in a foreign country from pigs bred 
in any other foreign country. 

Until 1938, the aim of the scheme was to stabilize the 
total British consumption of bacon at 10,670,000 cwts. a 
year. The quotas allotted to foreign countries depended 
on the expected British output and the expected imports 
from the Empire. An increase in either led to a cutting 
down of foreign imports. 

One result has been a large increase in the number of 
pigs in Great Britain and in the amount of bacon cured 
in Great Britain, although the scheme has not been alto- 
gether successful because the pork market was left unregu- 
lated. The price of Wiltshire bacon has risen from 86s. 6d. 
per cwt. in 1932 to 10 is. in 1937, but the price of Danish 
bacon has risen more: from 61s. 6d. to 99s. 6d. The price 
of pigs, first quality baconers, has risen from 10s. 4d. to 
13s. 2d. 

10. Meat 

Great Britain imports over half her meat The imports 
are chilled or frozen and are consumed mainly by the 
poorer classes. Naturally consumers prefer fresh meat if 
they can afford it, and it commands a higher price. Never- 
theless British meat and imported meat are substitutes for 
one another and if abundant and cheap supplies from 
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abroad are available this tends to keep down the price of 
British meat. The live-stock output of Great Britain, in- 
cluding pigs and poultry, represents about a third of the 
total value of all agricultural products. Hence restrictions 
on the import of meat were imposed primarily in order to 
help the home live-stock industry, which was in a state of 
depression. Another object, however, was to give Dominion 
producers a bigger share of the British market at the ex- 
pense of foreign suppliers. 

Compulsory restrictions on imports from foreign coun- 
tries date from the Ottawa Agreements Act. The twelve 
months from July 1931 to June 1932, known as the “Ot- 
tawa year,*’ were taken as a basis and foreign imports were 
restricted to a percentage of what they were in that year. 

The restrictions on chilled beef were not severe, for 
the Dominions exported very little chilled beef before 
1933 and the chief foreign supplier, the Argentine, is a 
large purchaser of British goods and a country in which 
much British capital is invested. A trade agreement with 
the Argentine provided that the quantity imported should 
not be reduced below 90 per cent of the Ottawa year level 
unless similar reductions were imposed on the Dominions 
also. In December 1936 a new agreement was signed by 
which the Argentine was guaranteed a minimum quantity 
and also a minimum proportion of foreign imports, but 
her quota was reduced a little. The net result has been 
that since January 1, 1933, when compulsory regulation 
began, foreign imports have been fairly stable at just over 
8 million cwts. a year, which is about 10 per cent below 
the previous level. Imports from the Empire, previously 
quite small, have increased until they now exceed 900,000 
cwts. a year. They come mainly from Australia and New 
Zealand, who have improved their technique of chilling 
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beef. Empire imports were regulated by voluntary agree- 
ment in 1935. 

Restrictions on frozen beef were more severe because a 
substantial proportion came from the Empire, mainly from 
New Zealand and Australia. Hence foreign imports were 
compulsorily cut down, from January 1, 1933, on a scale 
agreed upon at Ottawa. It began at 90 per cent of Ottawa 
year imports and fell by a further 5 per cent each quarter 
to 65 per cent in the second quarter of 1934. It remained 
at this level until July 1937, when an increase of 20 per 
cent %vas permitted Empire suppliers agreed to do their 
best to prevent their exports to Great Britain from exceed- 
ing those of the Ottawa year by more than 10 per cent, but 
in fact they have been considerably larger than that. The 
1936 trade agreement with the Argentine guaranteed her 
a minimum quantity of 124,600 avts. a year during 1937-38. 

Empire countries, notably New Zealand and to a less 
extent Australia, are important suppliers of frozen mutton 
and lamb. The Empire supplied trvo-thirds of British im- 
ports in 1929-31. Hence restrictions on foreign imports 
have been severe. The same scale was applied to them as to 
frozen beef, and the level of 65 per cent of the Ottawa 
year quantity, reached in the middle of 1934, has remained 
in force ever since. The Empire now supplies four-fifths 
of total imports. 

Imports of frozen and chilled pork from foreign coun- 
tries have been prohibited since 1935 except under license. 
Allocations are made quarterly and the quotas have re- 
mained stable at the average 1932-34 level, which is well 
below the pre-Ottawa level as there was voluntary restric- 
tion before 1935. Australia, New Zealand, and Canada 
made voluntary agreements to limit their exports. In 
1932-34 imports from these countries averaged 361,000 



68 GREAT BRITAIN UNDER PROTECTION 

cwts. a year. The voluntary quota agreed upon was 363,- 
300 for 1935, 487,400 for 1936, and 465,000 for 1937, Ac- 
tual imports were considerably higher, reaching 834,000 in 
1937 * 

11. Potatoes 

In November 1934 an order was made prohibiting the 
importation of potatoes from foreign countries except 
under license. This applies both to the main crop and to 
earlies The potato crop is very variable and the price of 
potatoes tends to fluctuate a good deal. The object of the 
restriction is to limit imports to the quantity by which 
British output falls short of normal consumption. It might 
be thought that this would stabilize prices, but in fact in 
1936 and 1937 they were nearly double the prices of 
1933-34, which were abnormally low. The total quantity 
of permitted foreign imports is fixed periodically. No allo- 
cations are made between countries. Licenses are issued 
to importers up to the total fixed and they are free to buy 
where they please. 

12, Sea-Fish 

Import quotas for sea-fish were imposed under the Sea- 
Fishing Industry Act of 1933. This Act also attempted to 
limit the supply of British fish by enforcing a certain size 
of mesh for the nets, forbidding the sale of fish below a 
minimum size, and prohibiting the landing of fish, caught 
in Northern waters, during certain periods. Fish are thrown 
back into the sea in the hope that this will help the fishing 
industry. Actually, largely owing to bigger landings of cod 
from distant waters, the price of wet fish has tended to fall 
during recent years. 

Annual import quotas have been allotted to each of the 
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supplying countries. For quota purposes, cod, haddock, 
hake, plaice, soles, dabs, and herrings are lumped together, 
but Belgium, France, Germany, and Norway have separate 
quotas for herrings. In 1936 wet-salted split codfish were 
taken out of the quota and kippered herrings were put in. 
The total quota, for all the countries taken together, has 
remained stable at just below 214 million cwts., about 10 
per cent below the 1930-32 level In fact, for one reason or 
another, most countries have not supplied their full quota. 
Germany, with a quota of 660,000 mvts., plus 27,000 cwts. 
for herrings, landed only 86,000 cwts. in 1937, and total 
landings were only 1,414,000 cwts. The scheme is adminis- 
tered like the bacon scheme in that licenses are sent to 
the governments of the supplying countries. 

On balance. Great Britain is a considerable exporter 
of fish, notably herrings. Foreign landings in Great Britain 
are only a small part of total landings. Nevertheless restric- 
tions on imports do safeguard the home market for British 
fishers, although restrictions have been little needed dur- 
ing recent years. 

13. Steel 

In July 1935 an agreement was concluded between the 
British Iron and Steel Federation and the International 
Steel Cartel, consisting of Belgium, France, Germany, and 
Luxembourg. As a result, Section 6 of the Finance Act of 
1936 provided for a system of licensing on most iron and 
steel products. This came into operation in November 
1936. The scheme provides “tariff quotas ” Each supplying 
country can provide a certain quota of each product at a 
low rate of duty. The quotas for the four cartel countries, 
who are the chief suppliers, were laid down in the agree- 
ment named above. For any other country the quota ton- 
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nage is that imported from that country in 1934. By special 
arrangement between the Federation and the Cartel, a 
tonnage in excess of the quota (but not greater than the 
1934 imports from that country) may be imported under 
license from each of the four countries. The quota certifi- 
cates are issued by organizations in the supplying countries. 

Duties on licensed imports were at first fixed at 20 per 
cent, but the greatly increased demand for steel and the 
resulting shortage of '‘semis’’ caused them to be reduced 
to 10 per cent in March 1937 

Duties on unlicensed imports were 20 to 33!/^ per cent 
ad valorem with higher specific duties on the cheaper prod- 
ucts — for example, £2 per ton on blooms, billets, slabs 
and bars, not over £4 per ton in value and £3 per ton on 
plates and sheets not over £7 per ton in value. 



Chapter IV 


IMPERIAL PREFERENCE 
1. The British Empire 

The British Empire may be divided into four groups, 
which we shall call briefly Great Britain, the Dominions, 
the Colonies, and the Mandated Territories. 

The United Kingdom of Great Britain and Northern 
Ireland imports more than all the rest of the Empire put 
together. Over one-sixth of all the goods which enter into 
international trade are sold to Great Britain. She buys 
mainly foodstuffs and raw materials and is therefore far 
and away the biggest single market for most of the prod- 
ucts of her Empire. Of course there are exceptions. In 
particular, most of the rubber and tin of Malaya goes to 
the United States. But for all the Dominions the largest 
single customer is Great Britain, This applies even to 
Canada, with the great market of the United States next 
door to her. 

Great Britain always has a large surplus of imports over 
exports. For example, in 1937 her imports tvere £1,029 
million and her exports and re-exports only £597 million. 
This import surplus represents interest on her overseas 
investments, payments to her for shipping and insurance 
services, and so forth. In terms of the crude and short- 
sighted notions which have again become fashionable in 
recent years, she could complain to each of her Do- 
minions that it buys less from her than she buys from it, 
and could try to use this as an argument for obtaining 
“better*' treatment. But of course the sensible answer 
would be that if she chose to give up the interest and 
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profits on her overseas investments, over half of which 
are in the Empire, most of her import surplus would dis- 
appear. How can the Dominions pay their interest if 
Great Britain wants to export as much as she imports? 
Her import surplus is, in fact, a sign of prosperity and 
not something to complain about. 

We shall use the term “Dominions’’ to cover Eire, 
Canada, Newfoundland, Australia, New Zealand, the 
Union of South Africa, Southern Rhodesia, British India, 
and Burma. British India and Burma were united until 
1937. They have not yet full dominion status, but we in- 
clude them with the others because they are free to pursue 
whatever tariff policy they please. Since 1930, when the 
Finance Member of the Indian Central Government, act- 
ing on the Indian Tariff Commission’s recommendation, 
accepted duties of 1 5 per cent on British and 20 per cent 
on foreign imports of cotton goods, India has been free in 
practice to impose whatever tariffs she pleases All these 
countries can and do impose duties upon British goods. 
The conference at Ottawa was between Great Britain and 
these countries, and in August 1932 she concluded separate 
Agreements, known as Ottawa Agreements, with each of 
them except Eire, with whom she was conducting a trade 
war. 

It is more difficult to generalize about the Colonies and 
Protectorates. The extent to which they are permitted to 
frame their own tariffs varies a good deal, but if Great 
Britain holds strong views on any point there is no doubt 
that any Colony will do as the British Government “in- 
vites” it to do. Some members of this group had protective 
tariffs before 1931.^ For example, most of the West Indies, 
Fiji, and British North Borneo had fairly substantial duties. 

^ See US. Senate Document No 31 of 71st Congress, 1929 
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But most of the Colonies and Protectorates were on the 
whole free trade, with customs duties for revenue only. 
They were not represented at Ottawa, but since Great 
Britain turned to protection their goods have enjoyed the 
same privileges in the British market as those of the 
Dominions. The East African colonies and Tanganyika are 
bound by the Congo Basin Treaty to maintain the open 
door, and the entrepot trade of Gibraltar, Aden, and 
Hong-Kong is too valuable for them to indulge in pro- 
tection. The others w^ere “invited” shortly before the 
Ottawa Conference to give preference to Empire products. 
Some did so already: for example, the most common rates 
of duty in Fiji xvere 20 per cent on British goods and 35 
per cent on foreign; Trinidad and Tobago gave a prefer- 
ence equal to half the general duty on nearly all Empire 
products, which was equal to 10^4 ad valorem 

on most manufactures; and British North Borneo gave 
Great Britain a preference of about 25 per cent on certain 
goods. But the response to the “invitation” meant a general 
increase in duties upon foreign goods, with a rebate, vary- 
ing between Colonies from one-sixth to twm-thirds of the 
total duty, upon Empire products. This was not always 
done with the full consent of the Colony; in Ceylon, for 
example, the legislative assembly voted against it. 

In May 1934 the Colonies, with the exceptions noted 
above, applied quotas to imports of foreign textiles. These 
were aimed mainly at Japanese products, and therefore the 
basis was generally the period from 1927 to 1931, before 
imports from Japan began to increase rapidly. In the West 
African colonies quotas were imposed against Japan alone. 

The Mandated Territories and Territories under con- 
dominium do not necessarily enjoy the same privileges as 
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the Colonies. Thus it is a grievance of Palestine that her 
oranges are not admitted freely into the British market. 

A Dominion or a Colony need not treat all Empire coun- 
tries alike. Thus, before the depression Canada made a 
trade agreement with Australia giving preference to her 
mutton and dairy produce in exchange for Australian 
preferences on her timber, pulp, paper, and certain manu- 
factures, including automobiles, but she scrapped a simi- 
lar agreement which she had made with New Zealand 
because her farmers resented the competition of New 
Zealand butter and cheese. Again, in 19^0 Canada made 
a trade agreement, renewed in 1925, with the West Indies 
by which the latter agreed to grant preferences (varying 
from 50 per cent in Trinidad to 25 per cent in Jamaica) 
upon imports from Canada in return for an undertaking 
by Canada that her duties on West Indian goods (other 
than tobacco and spirits) should not be more than half 
those charged on foreign goods. 

Great Britain maintains the view that preferences 
granted by herself or a Dominion or Colony to other 
parts of the Empire need not be extended to foreign 
countries although these may have by treaty the right to 
most-favored-nation treatment. A Dominion is a separate 
country for purposes of voting in the League of Nations 
but for tariff purposes the British Empire is a mystic unity 
confronting the rest of the world. At the same time, Great 
Britain claims that any tariff concession made by a foreign 
country with whom she enjoys most-favored-nation status 
must be extended to her also. This attitude of hers pre- 
vented Belgium and Holland from making the mutual 
reductions in tariffs which they agreed upon at the Ouchy 
Convention in 1932. They wanted to form a low tariff 
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group, and were willing to make similar concessions to 
any country xvhich cared to join them. But Great Britain 
insisted that any concession made, for example, by Bel- 
gium (with whom she had most-fa\ ored-nation status) had 
to be extended to her although she made no new con- 
cessions to Belgium. The Ottawa Conference upheld this 
attitude, concluding that preferences granted between 
members of the Empire need not be generalized to foreign 
countries enjoying most-favored-nation treatment but that 
concessions made by members of a regional group, such 
as the Oslo Powers or the Danubian States, to one another 
must be generalized to countries enjoying most-favored- 
nation privileges. 

Some indication of the relative importance to world 
trade of the four groups into which we have divided the 
British Empire is given by the values of their exports of 
domestic produce. In 1937 these were* Great Britain £522 
million. Dominions £737 million. Colonies £203 million, 
and Mandated Territories £25 million. These figures in- 
clude, as they should, exports of gold by gold-producing 
countries. £83 million for South Africa, £27 million for 
Canada, £12 million for Australia, £6 million for Southern 
Rhodesia, and £4 million for the Gold Coast. 

In 1929, 74 3 per cent of the foreign trade of the British 
Empire was with foreign countries and 25 7 per cent was 
inter-imperial trade. By 1937 the former percentage had 
decreased to 68.6. This, however, somewhat exaggerates 
the fall, as Hong-Kong trade is not included in the 1929 
figures and the separation of Burma from India apparently 
increased inter-imperial trade. The true figure is 69.9 per 
cent. Even so, this is a quite considerable change. It was 
due at least in part to the extension of imperial preference 
after the Ottawa Conference. 
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s. The Concept of Imperial Preference 

It has often been suggested that the British Empire, 
with a total area of over 12 million square miles, a total 
population of some 500 million, and a great variety of 
natural resources, could somehow benefit by binding 
itself more closely together with economic ties. Thus Mr. 
Joseph Chamberlain in 1903 declared that '‘here we have 
an Empire which with decent organization and consolida- 
tion might be absolutely self-sustaining. Nothing of the 
kind has ever been known before. There is no article of 
food, there is no raw material of your trade, there is no 
necessity of your lives, no luxury of your existence which 
cannot be produced somewhere or other in the British 
Empire if the British Empire holds together and if we who 
have inherited it are worthy of our opportunities.’’ 

In fact, the British Empire could not be self-supporting. 
It is short, for example, of petroleum and cotton. But let 
us leave that on one side. Our purpose is to discuss the 
possible meanings of imperial preference. 

The ideal at which Mr. Chamberlain was aiming was, 
as he said in 1896, "a true Zollverein for the Empire,” 
"free trade established throughout the Empire.” He 
thought this would be "the greatest advance that free 
trade has ever made since it was first advocated by Mr. 
Cobden.” But he admitted that it would involve the impo- 
sition of duties against foreign countries. It would have 
put a ring fence of tariffs round the Empire It would 
have meant that Great Britain, the most important market 
of the world, .would turn from free trade to protection. 
How exactly this would have been a great advance for 
free trade is not clear. If the Empire was going to trade 
more with itself it would have to trade less with the rest 
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of the world. It was not obvious, nor is it today, how the 
Empire would gain if, for example, Malaya sold less 
rubber to the United States or Australia less wool to 
Japan, or if England, in order to encourage cotton growing 
in the Empire, deprived its own cotton industry, to a 
greater or less extent, of cheap American cotton. 

Nevertheless this rather confused notion of Empire free 
trade continued to exert a powerful influence, and as re- 
cently as the decade after the world war it was loudly advo- 
cated by the big newspaper owners, Lord Beaverbrook and 
Lord Rothermere. Apart from its merits or defects, there 
are great practical difficulties in the way of an Empire cus- 
toms union The customs unions w^hich have hitherto been 
formed, such as the German Zollverem, or the United 
States, or Australia, have been formed by the union of 
contiguous states, whereas the British Empire sprawls 
across the globe. Moreover, in every such union the central 
government is supreme in customs matters. The Do- 
minions, however, have acquired complete self-govern- 
ment and India and other territories are moving towards 
that goal. For them to surrender an important part of 
their sovereignty would probably be distasteful to them. 
Again, Empire free trade would mean a permanent fall 
in their revenues from customs duties and the gap would 
probably be filled largely by new or increased excise 
duties. This would raise difficult administrative problems, 
for consumption habits are different in different parts of 
the Empire and there would be problems of excise draw- 
backs and allowances for exports from one Empire country 
to another. But the biggest obstacle of all to Empire free 
trade is the determination of the Dominions, or rather of 
most of them, to safeguard their own manufacturing indus- 
tries. These are now far more important than they were 
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forty years ago. They are also protected by much higher 
duties, even against British goods- In most cases by far 
the most powerful competitor which Dominion manufac* 
turers have to face is Great Britain There is no hope what- 
ever that the Dominions would sacrifice their manufactur- 
ing industries, or rather that part of them which can 
survive only under protection, by permitting the free entry 
of British goods The prospects of Empire free trade were 
poor enough in Mr. Chamberlain’s time, when Lords 
Beaverbrook and Rothermere were sponsoring the idea, 
they were quite hopeless. 

Hence for a long time advocates of imperial preference 
have had in mind not an Empire customs union but 
preferential treatment by Empire countries for Empire 
products This implies duties upon foreign goods in order 
that similar Empire goods shall come in at a lower duty or 
free. Until 1931, the great obstacle to this was that Great 
Britain remained free trade The Dominions could grant 
reduced duties on British products, but Great Britain her- 
self admitted most goods free and could therefore give 
preference to Empire products only on a few goods such 
as sugar and tobacco It is true that she listed most Do- 
minion and colonial loans as trustee securities, thereby 
enabling the Empire to borrow from her somewhat more 
cheaply: according to one estimate, on the average about 
one-half per cent more cheaply. It is true that she bore the 
whole cost of the British Navy. But this was not enough 
for the advocates of closer economic union between the 
mother country and the Dominions They paid no heed to 
the warning that bargaining and wrangling over tariff 
concessions might lead to some ill-feeling instead of pro- 
moting harmony. They wanted a wide range of con- 
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cessions on both sides and this became possible only when 
Great Britain embraced protection. 

The technical meaning of “preference” is usually the 
margin between the duty on foreign goods and the duty 
on British goods Thus Australia charges 65 per cent as 
her general tariff on apparel but only 45 per cent on 
apparel from Great Britain. She is said to give Great 
Britain a preference of 20 per cent on apparel. Some coun- 
tries, for example Canada, have a three-decker tariff The 
highest duties constitute the general tariff, then comes the 
intermediate or most-favored-nation tariff, and below that 
is the British preferential tariff If, as is now® the case with 
Canada, most of her imports of manufactured products 
of a kind exported by Great Britain come from countries 
to whom she gives most-favored-nation treatment, in so far 
as they come from foreign countries and not from Great 
Britain, the preference to Great Britain is the margin by 
which the intermediate tariff exceeds the British tariff. 

It was calculated, some years before Ottawa, that the 
preferences granted to Great Britain by the Dominions 
were worth £14 million a year whereas those granted by 
Great Britain to the Dominions were worth only £2 
million a year, most of which went to Australia. Such 
figures represent the total amount of extra duty which 
these products would have paid if the same quantities had 
entered but had paid the full rate of duty instead of the 
preferential rate. They therefore had little meaning. It 
is impossible to say how much any given Empire import 
would have been reduced had it been compelled to pay 
the full duty or to what extent the prices received by ex- 

2 Since her agreement with the United States o£ November 15, 1935, 
which was superseded by the agreement of November 17, 1938 



8o GREAT BRITAIN UNDER PROTECTION 

porters would have changed had less been sold to the 
Empire. 

Most British economists were slightly annoyed by these 
calculations. They pointed out that British manufacturers 
would be in a much better position if the Dominions al- 
lowed all manufactured goods to enter free and did not 
in effect reserve a large part of their home market for the 
products of their own protected industries, some of which 
could doubtless stand on their own feet if compelled to do 
so without the support of a tarijff but others of which 
could not. They said that a Dominion preference which 
really consisted of a fairly high duty on British goods and 
a still higher one on foreign goods was like giving two 
blows to foreign products and one to British, and calling 
this a British preference. They claimed that Great Britain, 
by permitting free entry for all, treated the Dominions 
better than they treated her But of course such arguments 
were seldom advanced by politicians, because if the Do- 
minions had taken offense and charged the full duty on 
British goods, British exporters would have been still 
worse off And so long as Great Britain was determined to 
remain free trade there was nothing which she could use 
as a bargaining weapon against the Dominions. They knew 
very well that she would continue to maintain her fleet 
in order to protect her trade, and that her fleet would 
incidentally protect them, whatever tariff policy they fol- 
lowed, and that in any event Great Britain would wish 
them to be prosperous because she had so much capital 
invested in them Only when Great Britain swung over 
to protection did she acquire a “big stick’’ to flourish. 

One very important consideration affecting the value of 
the preference often escapes notice. The Empire as a 
whole produces more than it consumes of a number of its 
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main products. Hence the Empire as a whole exports 
more o£ them than it imports: it has an “export surplus” 
of these products. It has been argued that a preference on 
such products would really be without any \alue at all. 
Take, for example, wheat. The Dominions and India ex- 
port more wheat than Great Britain and other Empire 
countries import. What, then, will happen when Great 
Britain grants a preference on Empire wheat? Suppose 
that, as a result of the preference, all her imports come 
from Empire sources, foreign wheat being completely shut 
out by the duty upon it. There will still be a substantial 
quantity of Empire wheat which must find a market in 
foreign countries It will have to be sold in foreign coun- 
tries at the same price as foreign wheat- But will Dominion 
producers be content to accept a lower price for the wheat 
they sell in foreign countries, in competition with foreign 
wheat shut out from the British market, than other Do- 
minion producers are getting on the w’^heat wiiich they sell 
to Great Britain? Surely not. So long as the British price 
of Empire wheat is above the foreign price, all Empire 
wheat wnll tend to seek a market in Great Britain rather 
than elsewhere, until its price in Great Britain is forced 
down to the same level as its price in foreign countries, 
and Empire producers therefore have nothing to gain by 
selling within the Empire rather than outside it. Such a 
state of affairs would mean that the value of the British 
preference on Empire wdieat was zero. Indeed, in so far as it 
encouraged Empire producers, in the false hope of getting 
a more remunerative price, to expand their production, its 
value would be negative, for it wmuld tend to bring about 
a fall in the world price of wheat 

This reasoning assumes that Empire producers would 
compete freely against one another. If they chose to or- 
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ganize themselves into an Empire wheat monopoly, they 
could, it is true, obtain some benefit from the British 
preference They could do this by restricting the quantity 
w'hich they sold to Great Britain to the amount which 
Great Britain would import at a price exceeding the world 
price by slightly less than the British duty on foreign wheat. 
The rest of their wheat Tvould be sold for whatever price 
they could get in foreign markets. But clearly the British 
public would not consent to be exploited in this w^ay by 
the Dominions. As soon as it became known that the 
Dominions were charging a higher price to Great Britain 
and were dumping their surplus in foreign countries at 
lower prices, there would be an indignant outcry from 
British consumers. Hence this possibility was ruled out. 
At Ottawa, Great Britain tried to make this clear by de- 
claring that preference would be given to Dominion 
wheat and certain other products of which the Empire had 
an export surplus only so long as the Dominions supplied 
adequate quantities at prices which were not above the 
world level. 

In fact, the argument as we have stated it above goes 
rather too far Wheat, for example, is not a homogeneous 
commodity. There are many varieties and grades. The . 
British public has acquired a taste for a certain type of 
bread, and millers were therefore averse from making too 
marked a change in the proportions of different types of 
wheat which they used. Thus a considerable amount of 
Argentine wheat continued to enter Great Britain after a 
duty had been imposed upon it. This means that the 
British preference was of some value to Dominion pro- 
ducers, although of much less value than might be sup- 
posed at the first blush Again, Great Britain exports con- 
siderably more cotton piece goods, for example, than the 
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Empire imports, but nobod) with experience in the cotton 
trade would deny that the preference given to her by the 
Dominions and India are of value, mainly for the reason 
stated above, although their value is often exaggerated. 
An interesting example of Empire producers being dis- 
appointed at the result of the British preference is that of 
lead. The Empire as a whole has an export surplus of 
lead. Great Britain had therefore inserted in some of the 
Ottawa agreements a clause piovidmg that Great Britain 
could remove the general ad valorem duty on lead if at 
any time the Empire producers were unable or unwilling 
to offer their metal on first sale in the United Kingdom 
at prices not exceeding world prices and in quantities suffi- 
cient to supply the requirements of United Kingdom con- 
sumers. Empire producers nevertheless could not under- 
stand why foreign lead, which was subject to 10 per cent 
duty, obtained more or less the same price as Empire lead 
in the London market. They were also displeased because 
the London price of lead had actually fallen from £18 
is.Gd. in 1930 and £11 i8s.3d in 1932 to £10 18s 8d. in 
1934. They therefore complained and the matter was 
investigated by the Import Duties Advisory Committee.^ 
Although the report of this committee does not analyze 
the situation very clearly, it is plain that the root of the 
difficulty was that the Empire had an export surplus of 
lead. As the committee pointed out, ‘‘almost all the [Brit- 
ish] demand w^as met from Empire sources” and some Em- 
pire sales had to be made to foreign countries for example, 
Canada sold substantial quantities to Japan. This meant 
that the British preference on lead w^as almost useless to 
Empire producers and was likely to remain so. Much the 
3 Cmd. 4983 o£ 1935. 
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same applies to zinc, which was considered by the commit- 
tee at the same time. 

Another consideration which affects the value of a 
preference is whether the production of the commodity 
can be expanded in Empire countries without a substantial 
increase in costs. Take, for example, currants and raisins. 
There is no question here of an Empire export surplus. 
But it is doubtful whether the benefit of British preference 
on these commodities is as great as might be supposed. 
For the preference has tended, in Australia particularly, 
to divert land towards grape-growing which is not very 
suitable for that purpose. The producers probably make 
incomes which are little higher than they could make if 
they used the land for other purposes, and the gain to 
them is certainly much less than the loss of customs reve- 
nue to Great Britain due to the grant of free entry to 
Empire currants and raisins. 

Some of the Dominions protect their own producers of 
certain products enjoying British preference by levying 
a kind of “processing” tax, or using some similar device 
to keep home prices of such products at a relatively high 
level. They then dump the surplus abroad, mainly on 
Great Britain. A leading example is Australian sugar. 
Australia, following her “White Australia” policy, has for 
many years fostered the cultivation of cane sugar in 
Queensland with white labor. The costs of producing it 
are far higher than in Cuba, Java, and the West Indies. 
Nevertheless she grows much more than sufficient for her 
own needs, exporting the rest to Great Britain. During 
recent years she has produced 12 to 15 million cwts. a year 
and has exported 4 to 8 million cwts. to Great Britain. 
Australian consumers have been paying some £25 a ton 
but the price obtained for the sugar dumped on Great 
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Britain has been around £8 or £9 a ton. Of course if Aus- 
tralia is determined to produce at a high cost more sugar 
than she needs, the British preference is a help to her, 
but in so far as it encourages her to produce sugar to be 
exported well below its cost of production it can scarcely 
be deemed a great benefit. In the same way, Australia 
makes her own consumers pay considerably more for 
butter and raisins than British consumers pay She is of 
course suited to produce these commodities, but it has 
often been suggested that she has encouraged them too 
much. Some other Dominions have similar schemes, nota- 
bly for butter. An argument often put forward in favor 
of such schemes is that manufacturing in, say, Australia 
is highly protected and that to assist, for example, pro- 
ducers of butter does something to redress the balance. 
But this argument does not seem very strong. What hap- 
pens is this. Each producer of butter pays a levy of so 
much per pound of butter produced. The price of butter 
in Australia is fixed at a relatively high level and the pro- 
ceeds of the levy are used in effect to subsidize the export 
of the surplus butter which cannot be sold at home.^ 
There is, of course, a tariff to keep butter from New 
Zealand or other countries from entering Australia. It is 
the Australian consumers who suffer, and this includes 
most of the farmers, for only a minority is engaged in 
dairy farming. In so far as the scheme causes more butter 
to be produced than would otherwise be produced, it can 
be claimed that land and labor are diverted from uses 
which are really more profitable to the nation into the 
production of butter and that, in so far as this is en- 

^Thus m 1934-35 the home price of Australian butter was is 3d per lb, 
but over half her output was exported at lod per lb. 
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couraged by the British preference, the latter is not much 
of a real benefit. 

These various considerations perhaps explain in part 
why the Dominions are nowadays regarding imperial 
preference with less favor than formerly. There was very 
little regret, for example, when Great Britain in 1939 
abandoned her duty on foreign wheat. But the main reason 
is probably that the Dominions are looking ahead. Their 
populations are increasing and they must seek expanding 
markets There does not seem much hope of further ex- 
pansion in the British market. The population of Great 
Britain has ceased to grow to any significant extent and 
in time will begin to fall. There have as yet been few 
signs that Great Britain will cease to protect her own 
farmers or will reduce still further imports of, for example, 
Argentine meat or Danish butter in order to provide a 
bigger market for Dominion produce. Hence the Do- 
minions must look elsewhere if they wish to expand their 
exports, and the Ottawa agreements, in so far as they 
promised minimum margins of preference to British goods, 
tied their hands. The feeling has been growing in the Do- 
minions that It would not be such a bad policy to break 
away to some extent from the lines laid down at Ottawa 
in order to be free to offer concessions to other countries. 

3. Imperial Preference Before Ottawa 

The first practical step towards imperial preference was 
taken by Canada, who in 1898 gave a preference on goods 
from the British Empire. At the Colonial Conference of 
1902 there was general agreement that imperial preference 
was desirable The representatives from Australia, New 
Zealand, The Cape, and Natal promised to recommend 
their various Parliaments to grant preferences. Preferen- 
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tiai rates in favor of most Empire products, and varying 
from 5 to 15 per cent, were in fact introduced into the 
tariffs of New Zealand in 1903, South Africa in 1904, and 
Australia in 1907 

In the following year, 1903, Mr Chamberlain, who had 
been Colonial Secretary, resigned because he was unable 
to persuade the Cabinet to gi\e any preferences to Empire 
products. He devoted himself to intensive propaganda m 
favor of imperial preference. He founded the Tariff Re- 
form League, to spread the doctrine, and the Imperial 
Tariff Commission to study the details of protection and 
preference. The free-traders conducted an equally inten- 
sive campaign of propaganda in opposition to Mr. Cham- 
berlain. The general election of 1906 %vas fought largely 
on this issue. It resulted in an o\erwhelming defeat for 
protection and left many obsei^ers with the comiction that 
the electorate would never accept protective duties on 
foodstuffs. It took the great depression of 1930 onwards 
to overcome that conviction E\en so it must be remem- 
bered that food prices were low and tending to fall when 
food imports were restricted by duties or quotas. It re- 
mains to be seen whether the British public will accept 
any considerable rise due to protection in the cost of living. 

At the conference of 1907, the last to be called a Colonial 
Conference, Mr. Deakin of Australia and some of the other 
Dominion Prime Ministers again requested that Great 
Britain should consider gi'ving them some preferences in 
exchange for those which the Dominions gave to her The 
original notion of the Dominions that their preferences 
were in the nature of something freely offered in gratitude 
for the protection of the British fleet and advantages on the 
British capital market 'was tending to disappear. This 
tendency has grown stronger in the years that have elapsed 
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since. The request o£ Mr. Deakin was met with a blank 
refusal. In the words of Mr. Winston Churchill, at that 
time one of the triumphant Liberals, Great Britain 
'‘banged, barred, and bolted the door.” 

It was not opened until after the world war. The Finance 
Act of 1919 gave preferences to Empire products for the 
first time. On McKenna goods the preference was one- 
third Foreign motorcars, to take the main commodity 
aiffected, paid 33!/^ per cent but Empire motorcars 
thenceforward paid only 22% per cent. One result of 
this was that motorcar factories under American control 
were established in Canada to take advantage of the 
preference. On Empire wines the preference varied from 
30 to 50 per cent. On spirits a preference was given by 
adding 2s.6d. per proof gallon to the basic rate on spirits 
imported from foreign countries. This benefited mainly 
West Indian rum, but the market for rum in Great 
Britain was declining. On most other goods subject to 
revenue duties, the most important by far being sugar, 
a preference of one-sixth was given. 

In 1921 a duty of 33I/3 P^i^ was imposed on vari- 
ous key industry goods from foreign countries and similar 
Empire goods were allowed to come in free. 

In October 1923 there was an Imperial Conference. 
Once again the question of imperial preference was dis- 
cussed. It was realized that in order to give substantial 
preferences to the Empire, Great Britain would have to 
adopt protection and to impose duties on some foodstuffs 
from foreign countries This the Conservative Party was 
prepared to do, and it appealed to the country to support 
its program. It was defeated. It came into power again in 
October 1924, but it had pledged itself not to impose any 
new taxes on food. Accordingly, Mr. Baldwin compro- 
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mised by granting £1 million a year to an Empire Market- 
ing Board, one of whose aims would be to assist the 
marketing of Empire products in the United Kingdom 
and to encourage, by research and advertisement, the con- 
sumption of Empire goods rather than foreign goods. Mr. 
Baldwin also, in 1925, gave preferences on Empire prod- 
ucts coming under the new protective duties. The) re- 
ceived a preference of one-sixth on the raw silk and of 
one-third on the “safeguarding” duties on lace and em- 
broidery, cutlery, gloves, incandescent mantles, and im- 
pregnated hose. The safeguarding duties lapsed in 1930. 
It should perhaps be mentioned that there has been no 
“reciprocity” about any of the preferences granted by 
Great Britain either before, during, or after 1925. Some 
parts of the Empire, as we have seen, gave preferences to 
British goods at this time but others, including India and 
Newfoundland, gave no preferences at all. Nevertheless 
British preferences applied to products from any Dominion 
or Colony or Protectorate 

Another change made in 1925 was that the preference 
on sugar was increased and put on a specific basis. It had 
previously been one-sixth: that is to say, Empire sugar 
had paid five-sixths of the duty on foreign sugar. Owing 
to the reduction on the sugar duties, the value of this 
preference had fallen from 4S.3i/^d per cwt. to is.iii/^d. 
per cwt. It was now stabilized at a minimum of 4s.3i/^d per 
cwt. for ten years. If the duty on foreign sugar became 
less than this. Empire sugar was to come in free. This 
stabilization of preferences was extended to all products 
receiving imperial preference by the Finance Act of 1927, 
which declared that the existing margins would be re- 
garded as a minimum for ten years. 

All the various preferences granted by Great Britain 
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before 1931 did not amount to very much. Tobacco- 
growing was stimulated in Rhodesia and Nyasaland and 
preference on sugar was undoubtedly a help to the West 
Indies. If the value of British preferences is calculated by 
the method described above, it amounted to some £2 
million a year, of which most went to Australia, mainly on 
sugar. 

When Great Britain turned to protection, she imposed 
duties on a wide range of foreign goods but permitted 
similar Empire goods to continue to come in free for the 
time being, without pledging herself to continue grant- 
ing them this privilege. She could and did use the threat 
of taking away some of these preferences as a bargaining 
weapon at Ottawa. 

The extent of these new preferences, as they were just 
before the Ottawa Conference, is best shown by the fol- 
lowing facts On the basis of retained imports coming into 
Great Britain in 1930, over half the sales of Canada and 
Australia to the British market received preference, and 
over 30 per cent of the sales of other British countries 
received preference. This was imperial preference at last 
on the grand scale. The immediate result was that in the 
March-June quarter of 1932, 38 per cent of British imports 
came from the Empire as against 30 per cent in the same 
quarter of previous years 

4. The Ottawa Agreements 

Great Britain and the Dominions met at Ottawa in the 
summer of 1932 The great depression had reduced the 
volume of world trade to three-quarters of its previous 
level. It had been most severe on countries, such as the 
Dominions, which specialized in raw materials and grain. 
The prices of most of these products were about half 
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what they had been in 1929 In so far as they were pro- 
duced by farmers and their families, the quantities pro- 
duced and exported did not fall much. The reduced de- 
mand from Europe and the United States, partly due to 
drastic restrictions on imports by Germany, France, and 
other European countries, therefore led to a great drop 
in values. Hence the Dominions were anxious mainly to 
get the prices of their chief exports back to a more re- 
munerative level. They hoped to achieve this by main- 
taining and increasing the preference given to them in the 
great market of Great Britain. 

Great Britain was in a rather different position. Her 
exports consisted mainly of textiles, machinery, and other 
manufactures Their prices had not fallen so much, but 
sales had been greatly diminished owing to the reduced 
purchasing power of countries overseas, including the Do- 
minions. There was very heavy unemployment in her 
main export industries. At Ottawa, therefore, she was seek- 
ing above all greater outlets for her exports. She hoped to 
find them in the Dominions, and she now had a tariff she 
could use as a bargaining weapon. 

Mr. Baldwin, head of the British delegation, spoke of 
cleaning out the channels of trade and the conference re- 
corded its convictions ‘‘that by the lowering or removal 
of barriers among themselves provided for in these Agree- 
ments the flow of trade between the \arious countries of 
the Empire will be facilitated and that by the consequent 
increase of purchasing power of their peoples the trade 
of the world will also be stimulated and increased ” But 
it was clear fiom the start that the result would almost in- 
evitably be to raise tariff barriers rather than to reduce 
them. In order to give effective help to the Dominions, 
Great Britain would be obliged to retain most of her 
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existing duties, probably to increase some of them, and to 
impose new duties or quantitative restrictions upon other 
foreign imports which competed with Dominion products 
in her market. The Dominions, for their part, had sought 
to shelter themselves to some extent from the depression 
by giving more protection to their own manufacturing 
industries. The chief competitor to their own manufac- 
tures was Great Britain. If they were going to give more 
preference to British goods, they were more likely to 
maintain or increase their duties on foreign goods than to 
reduce substantially their duties on British goods. And this, 
on the whole, is what happened. 

The Ottawa agreements were signed in August 1932. 
Great Britain made five concessions. 

In the first place, she promised that all Dominion prod- 
ucts then admitted free would continue to be admitted 
free. This covered over 80 per cent of all imports from the 
Empire. The rest were subject to revenue duties or to 
pre-1931 protective duties. This promise held good for 
five years, except for dairy produce. The British gov- 
ernment reserved the right to review the situation as to 
dairy produce at the end of three years. It might then either 
impose a duty on imports from the Empire, raising the 
duty on imports from foreign countries in order to pre- 
serve the existing margin of preference, or else impose 
quantitative regulation. 

In the second place, new or revised duties, the “Ottawa 
duties,” were imposed on a number of goods coming from 
foreign countries. These were products in which the Do- 
minions were especially interested Thus the duties on 
butter, various fruits, and eggs were raised from 10 per 
cent to 15 or 20 per cent or more and three commodities 
previously on the free list — wheat, linseed, and unwrought 
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copper — were subjected to duty. The duty on foreign 
wheat was 2s. a quarter. 

In the third place, Great Britain agreed to maintain 
the general lo per cent duties for five }ears on a wide 
range of foreign goods. In 1930 her imports of these goods 
had amounted to £101 million, of which only a quarter 
had come from the Dominions. On these goods Great 
Britain promised not merely that the Dominions should 
have free entry but also that similar foreign goods would 
be taxed at least 10 per cent for at least five years. 

In the fourth place, Great Britain agreed, as we saw 
in the last chapter, to restrict the quantities of chilled and 
frozen beef, frozen mutton and lamb, and bacon and ham 
which she imported from foreign countries. But she was 
concerned to protect her own farmers as well as to provide 
a larger share of her market for Dominion meat. She 
therefore reserved her rights to impose quantitative restric- 
tions upon imports from the Dominions if these entered 
in too large quantities. Australia undertook to do her best 
to limit her exports of frozen mutton and lamb to those 
of the Ottawa year and of frozen beef to 110 per cent of 
those of the Ottawa year. New Zealand undertook to give 
reliable estimates of her exports as early as possible in each 
export season (October 1 to December 31). Only for bacon 
and ham was any large expansion agreed upon: Canada 
was to be allowed to export up to 2^ million cwts. a year 
and New Zealand was to have a reasonable share of the 
expansion caused by cutting down foreign imports. 

In the fifth place, certain other undertakings were given. 
The existing preference on Empire tobacco was guaran- 
teed for ten years to Canada, South Africa, and India. The 
preference on coffee was increased, for the benefit of India, 
from 3s.4d. to 9S.4d. per cwt. Southern Rhodesia was as- 
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sured the same preferences on tobacco and coffee as those 
promised to India. The arrangements for importing live 
cattle into Great Britain from Canada were to be modified 
at a later date The agreement with Canada further stated 
that if state action in any country were to frustrate the in- 
tentions of the preferential tariff, imports xvould be pro- 
hibited from that country. Canada had this inserted in 
order to prevent her timber from being undercut by Rus- 
sian timber: exported, of course, by the Soviet govern- 
ment. This meant that Great Britain had to denounce her 
1930 agreement with the U.S S R. 

At Ottawa, Great Britain concluded a separate agree- 
ment with each Dominion. But in fact she subsequently 
gave to all Empire imports the same preferences as those 
which she promised to one or other of the Dominions in 
her agreement wfith that Dominion. 

What did the Dominions give her in return? 

Canada had a high protective tariff and in order to get 
revenue during the economic crisis she had imposed a sales 
tax of 6 per cent and a general surcharge of 3 per cent on 
all imports. Moreover, she was applying, in effect, ‘‘dump- 
ing duties” on British goods by converting sterling values 
into dollar values at a higher rate than the rate ruling in 
the market. 

At Ottawa, she promised to abolish surcharges on British 
imports and to consider the abolition of exchange dump- 
ing duties. She undertook to give tariff protection only to 
industries which seemed to have sound prospects of sur- 
vival, to keep her tariffs sufficiently low (except on goods 
competing with her “infant industries”) to enable efficient 
British producers to compete, to set up a tariff board and 
not to increase duties on British goods without an enquiry 



IMPERIAL PREFERENCE 


95 

by the board at which British producers should be entitled 
to a hearing. 

She added a number of British goods, previously subject 
to duties mostly ranging from 5 to 1 5 per cent, to the free 
list. She ga\e increased preference to Great Britain on 
over 200 items, either by reducing the duty on British 
goods or by raising the duty on foreign goods or by doing 
both. This sounds impressive, but in fact most of the new 
or increased preferences were not of much use to Great 
Britain. The great bulk of her duties on British goods re- 
mained appreciably higher, and on foreign goods very 
much higher, than they had been under the Liberal tariff 
which Mr Bennett inherited and revised upwards in Sep- 
tember 1930. 

Australia also had followed a policy of high protection 
before the Tvorld depression. The total value of her ex- 
ports fell from £138 million in 1928-29 to £75 million in 
1930-31, owing mainly to the great fall in the prices of her 
wool and other exports. She otved Great Britain some 
£25 million a year in interest charges. In order to cut 
down her imports, she imposed some import prohibitions 
and made some drastic increases in her duties. She im- 
posed a surcharge of 50 per cent on the duties on a number 
of luxury and other imports, and a general tax, known as 
a primage duty, on all imports: she raised this to 10 per 
cent in July 1931. Her tariff was one of the highest in the 
world in 1929; these “crisis” additions made it almost 
prohibitive on many goods. 

At Ottawa, she agreed to abolish import prohibitions 
and surcharges and to reduce or remove the primage duty 
as soon as financial conditions permitted. She gave an 
undertaking similar to that given by Canada to protect only 
industries reasonably sure of survival, and so forth. She 
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granted increases in the preferential margin to Great 
Britain on a number of goods, the most common margins 
being 15 to 20 per cent. But these increased preferences 
were granted mainly by increasing the duties on foreign 
goods, so that her general tariff after Ottawa was higher 
than in 1929 and her duties on most British goods re- 
mained formidable. For example, her general tariff on 
woolen piece goods was 50 per cent and her British tariff 
was 35 per cent, giving a preferential margin to Great 
Britain of 15 per cent; corresponding figures for ma- 
chinery n.e.i were 50 per cent and 45 per cent; for gal- 
vanized or corrugated steel plates and sheets 130s. and 90s. 
per ton 

South Africa had followed a policy of moderate protec- 
tion. Although her duties under the 1925 tariff went up to 
30 and even 40 per cent, a large proportion of her im- 
ports came in free. She gave preferences to Great Britain 
and also to Canada and New Zealand. The preferential 
margin was about 5 per cent on many manufactures and 
she promised at Ottawa that the existing preferential mar- 
gins would not be lowered. She also gave preferences for 
the first time, or increased existing preferences (usually 
raising them from 5 to 10 per cent) on a short list of 
manufactured articles. This had to be done mainly by in- 
creasing the foreign duties. But even her general tariff 
remained fairly moderate. For example, on cotton piece 
goods costing less than is.3d. per yard the general duty 
was i^d. per yard and the British duty 5 per cent; and 
on iron and steel products the general duty was 15^ per 
cent and the British 12^ per cent. 

New Zealand before the world depression had a moderate 
tariff with considerable preference to Great Britain. For 
example, much of the machinery and the iron and steel 
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coming from Great Britain was not subject to duty; if from 
foreign countries it paid 20 per cent Foreign motor ve- 
hicles paid 35 per cent and British 10 pei cent; foreign 
woolen piece goods paid 40 per cent and British 20 per 
cent. With the crisis of 1931 she increased her duties some- 
what on a large number of goods without changing the 
British preferential margin; and she imposed a surtax and 
primage duties. 

At Ottawa, she agreed to abolish the surtax, of about 5 
per cent, on British goods and to remove the 3 per cent 
primage duty on ''duty-free'’ goods as soon as possible. She 
gave an undertaking similar to those of Canada and Aus- 
tralia about protecting only industries with a reasonable 
chance of survival. She promised to maintain her existing 
preferences on British goods unless they were over 20 per 
cent. She reduced her duties on British clothing and hosiery 
from $21/2 per cent to 271/^ per cent and on British confec- 
tionery from 30 per cent to 271/^ per cent, and British silk 
and rayon piece goods, which had previously paid 10 per 
cent, were to be admitted free 

Newfoundland^ where the main occupation is fishing, 
had a customs tariff mainly for revenue purposes. It pro- 
vided three-quarters of her revenue. No preferences had 
been granted on British goods. At Ottawa, she promised to 
grant preferences of 10 per cent on sixty-one classes of 
goods with the proviso that she could reduce this margin 
if her revenue fell off considerably. 

India had a protective tariff in which the commonest 
rate was 25 per cent. Some goods, including machinery, 
paid 10 per cent and some semi-luxuries 50 per cent. Brit- 
ish cotton piece goods paid 25 per cent or 45^ annas per 
lb., whichever was higher; foreign, paid 3114 
4^ annas. India gave few preferences on British goods. 
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At Ottawa, she undertook to give Great Britain a lo per 
cent preference on a large number of manufactured goods 
and a 7^ per cent preference on motorcars, accumulators 
and omnibuses On the whole, this meant raising foreign 
duties unless customs revenues were to fall off considerably. 
The agreement between Great Britain and India could be 
terminated by either at six months notice 

Southern Rhodesia had a fairly low tariff. The most com- 
mon rate was lo per cent on British goods and 20 per cent 
on foreign. At Ottawa, she gave increased preferences to 
Great Britain on a few goods, including cotton, silk, and 
rayon piece goods, mainly by raising the foreign duties. 

5. Changes Since Ottawa 

The Dominions kept their pledges to remove crisis re- 
strictions Canada halved the surcharge on British goods in 
1934 and abolished it in 1935. She ceased to apply exchange 
dumping duties against Great Britain in March 1933. Aus- 
tralia removed most of her import prohibitions at once. 
She gradually abolished her surcharge on imports. She 
introduced imperial preference into the primage duty in 
1933 and most British imports are now exempt from it or 
pay only 5 per cent. South Africa abolished her 7^ per 
cent surcharges and 5 per cent primage duty when she left 
the gold standard in January 1933. New Zealand abolished 
her surtax, but her revenue needs compelled her to retain 
the 3 per cent primage duty on goods which otherwise were 
duty free. Most of such goods come mainly from Great 
Britain. 

The undertakings given by Canada, Australia, and New 
Zealand to protect only industries which had a reasonable 
chance of survival, and to keep duties on British goods 
sufficiently low (except in so far as they were protecting 
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infant industries) to permit efficient British firms to com- 
pete, did not lead to any substantial changes. An under- 
taking given in such general terms can of course be inter- 
preted much as the government or the tariff board pleases. 
It can be used as a pretext either for reducing duties or for 
maintaining them or increasing them. In Canada, there 
were long judicial enquiries by the tariff board into rela- 
tive costs of production, leading for the most part to the 
negative result that it was difficult to find exactly similar 
products manufactured in both Great Britain and Canada 
or to compare the cost of production of those which could 
be found. If these difficulties had been surmounted, the 
imposition of a duty on British goods just high enough to 
equalize costs of production, which was apparently the 
object aimed at, would have killed, instead of increasing, 
imports from Great Britain, for of course international 
trade takes place only because and precisely because there 
are differences between countries in costs of production In 
Australia, the tariff board interpreted its instructions in a 
sensible, and not a literal, manner and on the whole ex- 
erted a downward influence on the level of duties on British 
goods. Similarly in New Zealand. 

In 1936 India denounced her agreement, but it proved 
difficult to make a new one and by consent the provisions 
of the old one were temporarily retained. A new one was 
made in March 1939. 

In February 1937 Canada and Great Britain signed a new 
pact to replace their Ottawa agreement. A Liberal Gov ern- 
ment was in powder in Canada and the general revival of 
trade helped it to follow its inclinations and to make a more 
liberal agreement. But the new concessions were made 
almost entirely by Canada. She reduced her duties on 
many British goods, mainly by 2^ to 5 per cent but a few 
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by percentages ranging up to 20. These reductions covered 
40 per cent of all imports from Great Britain previously 
subject to duty. A number of articles were placed on the 
free list. Canada also transferred many commodities from 
the list guaranteeing a minimum percentage margin of 
preference to a list guaranteeing that the preferential duty 
would not exceed a certain rate. This, of course, opened 
the door to Canada to make reductions in foreign duties if 
she wished. In return. Great Britain guaranteed not to 
increase the duty on Canadian motorcars above 22% per 
cent and reduced her preferential duty on silk stockings 
and placed reed organs from the Empire on the free list. 
She also pledged herself in no circumstances to reduce the 
existing duties, which applied of course to foreign goods 
only. Canada promised to continue extending preferences 
to the colonies and in return some of the Colonies were 
“invited"’ to grant certain specific preferences to Canada. 

In 1937 another Imperial Conference was held. It was 
expected to result in new agreements, as the 1932 ones were 
made for five years But in fact it did nothing and the old 
agreements temporarily remained in force. 

In April 1938 the trade war between Great Britain and 
Eire was formally brought to an end, and Eire was given 
the same preferences as the rest of the Dominions. She in 
turn abolished her special charges on British goods and 
agreed to admit a number of them, including machinery 
and many iron and steel products, free of duty. Great 
Britain guaranteed Eire minimum preferences on butter, 
cheese, eggs in shell, and a few other commodities. Eire 
promised to retain her existing preferences on British 
goods, and to grant British preferences of one-third the 
rate on foreign goods or 10 per cent ad valorem, whichever 
should be the greater, on any new duties which she im- 
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posed in the future. There were various other provisions, 
including a promise by Eire that either British coal and 
coke should enter freely or at least 3s a ton should be 
charged on foreign coal. 

The British- American Trade Agreement of 1938 made 
certain changes necessary. Canada agreed to a substantially 
reduced preference on timber and apples and Great Britain 
agreed that certain preferences (covering over £2 million of 
her exports to Canada) guaranteed to her by Canada should 
be reduced, mostly by 2 1^4 per cent ad valorem. The main 
items affected were chemicals and rugs, tin plates, Diesel 
engines, and certain iron and steel products. The 1938 
agreement between Canada and the United States pro- 
vided for reductions in duty on a wide range of United 
States goods, and this involved reductions in the preferences 
previously granted by Canada to Great Britain. Canada 
consented to reductions in the preferences she enjoyed in 
the British market on wheat, apples, pears, honey, chilled 
or frozen salmon, and patent leather. Great Britain fol- 
lowed her usual practice of not discriminating between her 
various Dominions and Colonies or between different for- 
eign countries. Hence her duty on wheat, to take the most 
important example, was completely abolished. Of course 
these two agreements — the British-American and the 
Canadian-American — ^were in a sense supplementar-y to 
one another and w^ere negotiated more or less simul- 
taneously. 

On one point Great Britain does discriminate between 
the various parts of her Empire otherwise than by granting 
a preference to all, which in fact (as for example that on 
tobacco or coffee) benefits only a very limited number of 
Dominions or Colonies The great depression plunged the 
West Indies into considerable distress In 1932 Great Bnt- 
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ain assisted them by granting an extra preference upon 
sugar, up to a certain maximum amount, coming from 
specified Colonies in the West Indies Thus the rates per 
cwt. on fully refined sugar were in 1939: 

1 1 s.8d non-Empire 
5s lod. Empire 
4s yd. excise 
2s 4.7d. Colonial quota 

The outbreak of war in September 1939 led Great Brit- 
ain to impose restrictions on various exports and to control 
imports through exchange control without immediately 
modifying her tariff or imperial preference. 

6. The Results of Imperial Preference 

The proportion of British imports coming from the 
Empire rose from 29 per cent in 1930 to 35 per cent in 
1932 and 38 per cent in 1935. In 1938 it was 40 per cent. 

It may be of interest to give a few figures to illustrate 
the main changes in the sources of supply of bacon, beef, 
mutton, butter, and wheat, between 1930 and 1938 

In 1930 imports of bacon and hams were 10.2 million 
cwts, costing £46.1 million; 5.0 million cwts. came from 
Denmark, 1 3 million from the United States and o 2 
million from Canada. In 1938 total imports were 7.5 mil- 
lion cwts., costing £33.9 million; 3 4 million cwts. came 
from Denmark, 0.4 million from the United States, and 1.5 
million from Canada 

In 1930 imports of chilled and frozen beef were 116 
million cwts., costing £30.0 million; 8.4 million cwts. came 
from the Argentine, 1,1 million from Uruguay, 0.8 million 
from Australia, and 0.3 million from New Zealand. In 
1938 total imports were 12 3 million cwts , costing £23.7 
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million; 7.5 million cwts came from the Argentine, 0.7 
million from Uruguay, 2.3 million from Australia, and 0.9 
million from New Zealand. 

In 1930 imports of frozen mutton were 6 4 million cwts,, 
costing £19.7 million, 1.5 million cwts. came from the 
Argentine, 04 million from Uruguay, 3.3 million from 
New Zealand, and 0.8 million from Australia. In 1938 total 
imports were 6.9 million cwts., costing £192 million; o 9 
million cwts. came from the Argentine, 0.2 million from 
Uruguay, 3.7 million from New Zealand, and 1.9 million 
from Australia. 

The diversion of imports of these three commodities 
from foreign towards Empire sources was of course due to 
the quantitative restrictions on imports from foreign coun- 
tries. It will be noted that total imports of beef and mutton 
have risen a little. Total imports of bacon have consider- 
ably fallen, owing to the encouragement given to the pro- 
duction of pigs and bacon in Great Britain 

In 1930 imports of butter were 6 8 million cwts., costing 
£46 9 million; 2.3 million cwts. came from Denmark, 1.6 
million from New Zealand and 1.0 million from Australia. 
In 1938 total imports were 9.5 million cwts., costing £50.0 
million; 2.4 million cwts. came from Denmark, 2.6 million 
from New Zealand, and 1.8 million from Australia. The 
consumption of butter in Great Britain has increased by 
50 per cent over the last ten years or so Despite the tariff, 
leading foreign suppliers, notably Denmark, the Nether- 
lands, and Sweden, are sending more butter than in previ- 
ous years. The Netherlands sent only 0.1 million cwts, in 
1930 but 0.7 million in 1938. Imports from the Argentine, 
however, have fallen from o 3 million cwts. in 1930 to 0.1 
million in 1938. 

Imports of wheat in 1930 were 104.8 million cwts., cost- 
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ing £43.1 million. In 1938 imports were 101.6 million 
cwts , costing £38.6 million. Imports jfrom leading supply- 
ing countries, in millions of cwts , were as follows: 




mo 

1938 

Australia . . 

. . 

... 26 2 

31 0 

Canada 

. . 

. 12 7 

28 9 

British India 

, 

• 3 3 

4 4 

USA 


21 0 

15 8 

Argentine 


15 2 

5 8 


There have been considerable variations from one year 
to another in sources of supply. For example, Canada sent 
41 million cwts. in 1928 and the Argentine 45 4 million in 
1929. These figures were exceptionally high, but the 1930 
figures for these two countries were unusually low. Again, 
the United States sent very little from 1933 to 1936. Never- 
theless the years chosen, 1930 and 1938, give a picture 
which is not misleading. We have already put forward the 
view that the duty on foreign wheat was not really of much 
value to the Empire. It also created some difficulty in that 
it is cheaper to send some Canadian wheat via Buffalo and 
an American port, but the British customs authorities 
ruled that such wheat, although Canadian, had to pay duty 
unless shipped from an Empire port. The abandonment of 
the duty caused few regrets. 

The change in the direction of British exports was some- 
what less striking. The proportion going to the Empire 
rose from 43 5 per cent in 1930 to 48 per cent in 1935 and 
50 per cent in 1938. The table on page 105 shows some of 
the changes between 1930 and 1936. 

It will be seen that British exports of machinery to Brit- 
ish countries have risen while exports to foreign countries 
have fallen, that nearly all the increase in exports of motor- 
cars has gone to the Empire, and that exports of textiles 
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1930 

1938 

Commodities 

Total 

export 

To British 
countries 

Total 

export 

To British 
countnes 


£Million 


Iron and steel products . 

59 5 

30 2 

42 2 

26 5 

Agricultural implements 
and machmery 

2 4 

I 5 

2.2 

I 2 

Electrical machinery and 
apparatus 

18 2 

10 3 

15.2 

10 9 

Other machinery 

44 I 

19 0 

36.0 

19 7 

Motorcars, etc , and parts 

12 6 

7 9 

16 2 

II 3 

Other metals and manu- 
factures thereof 

13 6 

5 I 

^3 5 

4 8 

Yarn and thread, includ- 
ing wool tops . 

33 8 

7 6 

29 9 

7 9 

Piece-goods* cotton 

61 3 

30 3 

40 3 

22 5 

Piece-goods: woolen . . . 

23 5 

6 6 

18 0 

6.1 

Piece-goods* other. . . 

10 7 

5 0 

9 8 

4 2 

Apparel, except footwear. 

16 0 

II 0 

10 6 

7 2 

Other textiles . . . - 

^9 7 

10 9 

16 4 

9 8 

Chemicals, drugs, dyes, etc 

18 3 

9 I 

18 I 

10.5 


to the Empire have fallen considerably, although not quite 
as much as to foreign countries. 

The various statistics which we have given above tend 
somewhat to exaggerate the extent to which diversions of 
trade took place owing to imperial preference. In the first 
place, for one reason or another a number of countries were 
taking a smaller part in world trade than they did before 
the world slump. This applies, for example, to the United 
States and Italy and France. Great Britain and the Empire 
as a whole (with some exceptions, notably Canada) are 


®From the Statistical Abstract for the British Empire, 1938 
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taking a greater share of world trade than formerly. In the 
second place, the percentages for mter-imperial trade were 
somewhat lower in 1930 than in the immediately preceding 
years The world slump depressed first and most deeply the 
prices of foodstuffs and raw materials, and therefore hit the 
Dominions and Colonies. Hence the values of their exports 
fell considerably in 1930, and their purchases fell also. 

What main changes have taken place in the trade be- 
tween Great Britain and the leading Dominions? 

Great Britain's imports from Canada in 1938 formed 
over 8 per cent of her total imports as against less than 4 
per cent during 1929-31. It has sometimes been suggested 
that this in part arises from arrangements by which goods 
originating in the United States have had finishing proc- 
esses applied to them in Canada But in fact the increased 
imports from Canada have consisted of foodstuffs and non- 
ferrous metals rather than manufactures The proportion 
of Great Britain’s exports going to Canada has remained 
roughly stationary, at about 5 per cent. This, however, is 
because total imports into Canada have remained low. 
Canada has been taking a somewhat bigger percentage of 
her imports from Great Britain during recent years. For 
example, she used to take less than 80 per cent of her 
woolen piece goods from Great Britain, the rest coming 
mainly from France During recent years she has taken 
almost all from Great Britain. Again, she used to take her 
cotton piece goods mainly from the United States, but dur- 
ing recent years Great Britain has supplied most of them 
— ^more than twice as much as the United States. Similarly, 
the great bulk of her iron and steel goods used to come 
from the United States but during recent years imports 
from the United Kingdom have doubled in value, and 
have been nearly as large as those from the United States. 
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Until Canada made her first agreement mth the United 
States in November 1935, goods from the United States 
had to pay the full, and not the intermediate rates of duty. 
This gave a considerable preference to British goods, pay- 
ing the lowest of the three rates (general, intermediate, and 
British) although the duties on textiles were fairly high. 

Great Britain’s imports from Australia in 1938 formed 
over 7 per cent of her total imports as against less than 5 
per cent during 1929-31. The percentage of her imports 
coming from New Zealand has also risen — from about 4 
per cent to about 5 per cent. The percentage of her total 
exports going to Australia fell heavily in 1930 and 1931 
but has since risen to about the pre-slump level of over 7 
per cent. The percentage of her total exports going to 
New Zealand has risen from about 3 per cent to about 
4 per cent. 

There has been some dissatisfaction among British ex- 
porters, especially of cotton goods, at the trend of trade 
between Great Britain and India, and the new agreement 
of March 1939 aroused no enthusiasm. The percentage of 
Great Britain’s imports coming from India has risen from 
below 5 per cent to about 7 per cent, but the proportion 
of her exports going to India has fallen from nearly 1 1 per 
cent in 1929 to less than 8 per cent in 1938. 

Some dissatisfaction with the working of the Ottawa 
agreements has been expressed in South Africa- This 
Dominion has now become the largest single customer of 
Great Britain, taking over 8 per cent of her total exports. 
This has been due largely to the prosperity arising from 
the high price of gold. But Great Britain’s imports from 
South Africa have fallen from 2 per cent in 1929 to just 
over 1I/2 per cent of her total imports It has been argued 
that these latter percentages give a misleading picture since 



io8 GREAT BRITAIN UNDER PROTECTION 

they relate to merchandise only and do not include gold. 
It is true that in 1937-38 Great Britain sold £40 million of 
merchandise to South Africa and bought only £16 million 
of merchandise from her but, it is urged, she bought also 
£79 million of gold. It is doubtful whether this argument 
has any weight, for the United States has always been 
prepared to buy gold without limit at a fixed price. 

By 1939 there was not much enthusiasm for imperial 
preference either in Great Britain or in the rest of the 
Empire. British farmers were annoyed that meat and dairy 
produce from the Dominions continued to come in free 
and the British manufacturers were disappointed that lead- 
ing Dominions and India insisted upon giving fairly high 
protection to most of their own manufactures, so that Brit- 
ish sales of a number of products, especially textiles, tended 
to fall ojff despite the preference. The British government 
had found it embarrassing when seeking expanding outlets 
for British exports in foreign countries to find their hands 
tied by pledges given to the Dominions which prevented 
them from making concessions to other countries. The 
Dominions, for their part, were somewhat disappointed 
that the benefits of preference on commodities such as 
wheat, of which there was an Empire export surplus, had 
been so slight, and although Australia and New Zealand 
were pleased with the preferences on their meat and dairy 
produce they were apprehensive of being requested to re- 
strict their exports of these goods in the interest of British 
farmers The manufacturers in the Dominions resented 
such reductions as had been made in the duties on com- 
peting British goods. And, in spite of Empire preferences. 
Great Britain was not an expanding market for Empire or, 
indeed, any other produce. If the Dominions wanted to in- 
crease their sales, they would have to look to other countries 
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and free themselves to some extent from their undertakings 
to Great Britain. As for the Colonies, the main result of the 
change in British policy has been to keep up their cost of 
living. For example, the 1932 agreement with Canada had 
imposed an extra duty of is. per pair on the cheap canvas 
rubber-soled shoes from Japan and other foreign countries; 
and textile quotas since 1934 kept out cheap cotton and 
other clothing from Japan. 



Chapter V 


TRADE AGREEMENTS 

1. The Most-Favored-Nation Clause 

The use of the most-favored-nation clause in trade 
agreements between countries dates back to at least the 
seventeenth century. It has been a leading feature of inter- 
national trade relationships, and especially of those be- 
tween Great Britain and foreign countries, since about 
i860. Most British trade agreements — a term which we 
shall use to include commercial tre?^ties, conventions, and 
so forth — ^with foreign countries are based upon the prin- 
ciple of most-favored-nation treatment. 

In addition to specific concessions, or instead of them, 
one country may grant another the general privilege of 
holding a certain kind of status in their trade relations 
There are three such kinds of status, to each of which 
corresponds a certain type of clause in a trade agreement: 
the parity clause, the reciprocity clause, and the most- 
favored-nation clause. The parity clause gives the other 
country treatment not worse than that received by the 
citizens of the first The reciprocity clause gives the other 
country treatment not worse than the other country gives 
to the first The most-favored-nation clause gives the other 
country treatment not worse than that given to any third 
country. 

The most-favored-nation clause has two forms: the con- 
ditional and the unconditional. The latter, which is the 
more common and is employed by Great Britain, is essen- 
tially a pledge not to discriminate against the other coun- 
try: to treat it at least as well as the most-favored other 
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country is treated. This pledge is usually given with respect 
to a number of matters, such as the rights of foreign per- 
sons and companies and the treatment of foreign shipping, 
as w'eil as with respect to trade A topical most-fa\or€d- 
nation clause relating to trade is: “Articles produced or 
manufactured in the territories of one of the two contract- 
ing parties imported into the territories of the other, from 
whatever place arri\ing, shall not be subjected to other or 
higher duties or charges than those paid on the like articles 
produced in any other foreign country/' 

The conditional form of the clause has been adopted at 
times by some countries, notably France and the United 
States. The latter adopted it in all its trade agreements 
before 1922, when it changed to the unconditional form. 
The conditional form has the superficial appeal that under 
it a country need not give something for nothing. Any con- 
cession which it makes to a second country in return fox a 
concession granted to it by that country will be extended to 
a third country only if the third country makes a conces- 
sion of the same or equal value. This is quite opposed to 
the true most-favored-nation spirit of non-discrimination; 
it is practically a refusal to grant most-favored-nation treat- 
ment at all. 

The conditional most-favored-nation pledge is not worth 
much. Let us take a hypothetical example. Suppose that 
the United States, before 1922, reduced its duties on silk 
from Japan in return for a reduction by Japan in its duties 
on American steel. If China enjoyed conditional most- 
favored-nation treatment from the United States could 
China demand the same reductions in duty on its silk? 
Only in return for a concession of the same or equal value. 
But what is a concession of “the same or equal \alue^’' 
Suppose that China imported no steel from the United 



112 GREAT BRITAIN UNDER PROTECTION 

States or that she already allowed steel to enter free. In the 
last resort, only the United States could decide whether a 
concession was of equivalent value to that given by another 
country, and therefore her use of the conditional clause led 
to numerous disputes and bad feeling 

The unconditional form means that any concession, 
usually a reduction in tariffs, granted to another country 
must at once be applied, automatically and without com- 
pensation, to every other country which has been granted 
most-favored-nation privileges by the first. In this way, 
countries may receive concessions for which they give noth- 
ing in return. It was this feature of the clause which caused 
discontent with it to grow during the post-war years. In par- 
ticular, there was considerable annoyance with the United 
States, which until 1935 maintained very high tariffs and 
yet reaped the benefit of all concessions made by other 
countries, with whom she enjoyed most-favored-nation 
treatment, without herself conceding anything. It was 
pointed out that at least it was an advantage, and reduced 
the risks of exporters, to know that the United States, for 
example, would not discriminate against the country to 
whom she gave the most-favored-nation treatment. She 
might raise her tariffs but they would be raised to all alike. 
Nevertheless the feeling was growing that most-favored- 
nation treatment was too valuable a privilege to be granted 
lightly and that it should be given only to countries which 
followed a tolerable tariff policy. 

It may be thought that the widespread use of the most- 
favored-nation clause must make for lower duties all round, 
since any concession made to any country is generalized. 
It certainly led to more freedom of trade in the latter part 
of the nineteenth century and possibly in the twentieth 
also But it may have the opposite effect. A may refuse 
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concessions to B which she would otherwise grant because 
she knows that if she grants them to B she must grant them 
to all the other letters in the alphabet also, or, in general, 
a country may increase its duties to a high level as a pre- 
liminary to entering into tariff negotiations with others and 
in the end may not reduce them much. The truth seems 
to be that most-favored-nation treatment may lead either 
to low duties or to high ones: in the last resort, everything 
depends on whether the countries concerned favor greater 
freedom of trade or greater protection. 

The spirit of the most-favored-nation clause can be 
evaded in various ways. One method is for A to draw up a 
very detailed and intricate tariff schedule, so that the care- 
fully specified classes of goods on which it reduces its duties 
in favor of B exclude very similar goods coming from other 
countries. Another ingenious method, formerly practised 
by Austria in her trade relations with Hungary and Italy, 
is as follows One country, say Austria, subsidizes her ex- 
ports of a particular product to the other country, say 
Hungary, and Hungary gives an equivalent subsidy to her 
exports of something to Austria. This operates in the same 
way as a mutual reduction of duties which is not extended 
to third countries despite their most-favored-nation status. 

During and since the world slump, the spirit of the most- 
favored-nation clause has been widely evaded by means of 
import quotas and exchange control. 

On what basis can import quotas be granted in order to 
avoid discrimination^ If “global” quotas are used, which 
allow imports to come in from anywhere until the quota is 
filled, this favors neighboring countries, besides leading to 
uncertainty among importers as to whether each will get 
his supplies and to goods being refused at the frontier be- 
cause the quota for the period is filled. If exactly the same 
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quota is given to all countries, this is clearly unfair to 
those countries which are normally the chief suppliers. If 
the quotas are allocated between supplying countries in 
proportion to the relative amounts which they supplied to 
the restricting country during some year or years chosen as 
the base period, this leads to disputes over the choice of 
the base period. One country may claim that its exports 
to the restricting country were showing an upward trend 
and would form a bigger proportion of her total imports, 
if there were no quota, than they did during the base 
penod, another country may say that for one reason or 
another her exports of that commodity to the restricting 
country were unusually low during the base period; and 
so forth. The fact is that there is no method of complying 
with the spirit of the most-favored-nation clause if import 
quotas are imposed on commodities, even if the country 
imposing them wishes to avoid discriminating. 

In fact, during recent years restricting countries have 
not infrequently wished to discriminate, and have used 
import quotas to evade their most-favored-nation obliga- 
tions. For example, in 1929 Germany raised her import 
duty on cattle from 16 RM. per 100 kilos to 24.50 RM , 
but allowed Sweden to export to Germany her quota of 

5.000 head, to increase later to 7,000 head, at the old rate 
of duty. The quota of 5,000 head covered Sweden’s exports 
of cattle to Germany in the preceding years Germany then 
interpreted the most-favored-nation principle in such a way 
that Denmark was allowed a quota of the same absolute 
number, 5,000, at the lower duty. But Denmark had sent 

260.000 head to Germany in 1928. Again, when quotas on 
textile imports were imposed in a number of British 
colonies in 1933 and 1934, the base period chosen was a 
period before the slump This was deliberately aimed at 
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Japanese imports, which had increased greatly during 
1930-34, after Japan had been compelled to switch over to 
other exports owing to the great fall in the American 
demand for her silk. To take a final example, Great Britain 
induced Denmark in 1933 to purchase at least 80 per cent 
of her coal imports from Great Britain, although the 80 per 
cent had no basis in past experience. 

The same situation arises to a still greater extent under 
exchange control. Germany, for example, can restrict her 
imports from any particular country more or less as she 
pleases by refusing to grant import licenses to more than a 
certain value for goods coming from that country, on the 
ground that to do so would reduce her reserves of foreign 
exchange. In practice, a country with complete exchange 
control can discriminate between its different sources of 
supply much as it chooses wdthout breaking the letter of 
its most-favored-nation treaties. Great Britain, in her agree- 
ments with some exchange control countries, has obtained 
from them the promise of favorable treatment in their 
allotment of foreign exchange. 

A very thorny question is that of exceptions to most- 
favored-nation treatment made by a country which wishes 
to grant exceptionally favorable treatment to some other 
country or countries. If two countries unite in a complete 
customs union, such as that between Belgium and Luxem- 
bourg, it is universally agreed that they may grant one 
another whatever special privileges they choose, without 
extending them to third countries. The same is usually 
held to apply to the trade relations between a country and 
its colonies. Again, it is generally agreed that the United 
States is entitled to make a similar exception for Cuba. 
But what about Nonvay, Sweden, and Denmark^ After the 
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world war these three countries agreed to try to limit the 
most-favored-nation clause in all trade agreements which 
they made in future by introducing a Scandinavian reserva- 
tion clause, by which they could grant one another conces- 
sions not granted to third parties. In fact, this reservation 
clause has been ineffective because Great Britain and Ger- 
many refused to recognize its validity. These three coun- 
tries, together with Belgium and Holland, met at Oslo in 
1930 to try to stabilize, and later to reduce, import duties 
among themselves. Little came of this, but in 1932 two of 
the Oslo powers, Holland and Belgium, drew up the draft 
treaty of Ouchy. Under this, each was to reduce its duties 
to the other by 10 per cent a year, so that in five years they 
would be only half as high (with a few exceptions) as they 
were in 1932. Further, they were prepared to extend these 
concessions to any country which would do the same to 
them. It is doubtful whether much progress would have 
been made at the time, nevertheless this might have meant 
the beginning of a low-tariff bloc which would gradually 
expand as new countries joined it. But Great Britain made 
it known that she would insist upon her most-favored- 
nation rights Any duties which Belgium and Holland re- 
duced to one another they would have to reduce to Great 
Britain also, although she gave no concessions in return. 

The Danubian countries have from time to time pro- 
posed the formation of a regional pact. This was strongly 
advocated at the conference of Stresa in August 1932. The 
essential feature of the proposed scheme was that neigh- 
boring wheat-importing countries should grant subsidies 
to the depressed Danubian countries in the form of 
preference on their wheat. This would have helped the 
latter to pay their debt charges and in return they might 
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have lowered their duties upon manufactures instead of 
turning, as they did, to greater industrialization behind 
high tariff barriers. Great Britain, presumably in the inter- 
est of her wheat-exporting Dominions, let it be known 
that she would consider such preferences as a breach of 
most-favored-nation obligations, and this killed the scheme. 
At Ottawa a formal resolution was passed declaring that 
countries could not avoid their most-favored-nation obliga- 
tions by forming a regional pact of this kind, and the 
Danubian countries were specifically mentioned 

Great Britain has always insisted that her Dominions, 
even after they had acquired in other respects the status 
of independent nations, were entitled to grant preference 
to her despite their most-favored-nation obligations. Other 
countries did not think this altogether justifiable, but 
w^ere constrained to accept it. Hence, when Great Britain 
herself adopted protection and gave preferences to her 
Dominions as well as to her Colonies, this was logically an 
extension of a principle which she had always maintained. 
At Ottawa, a resolution was passed declaring that imperial 
preference within the British Empire was not counter to 
most-favored-nation obligations Great Britain bases her 
legal position on the fact that in her trade agreements she 
grants the other party the same privileges as any foreign 
country* ‘"foreign” meaning “not British ” But the world 
thought it odd that a regional pact among the members 
of the British Empire, who between them performed 30 
per cent of the trade of the world and who sprawled all 
over the globe, was not contrary to the most-favored- 
nation clause, whilst a regional pact between a few neigh- 
boring countries was inconsistent with their most-fav- 
ored-nation obligations. 
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2. Bargaining Power 

Before we consider some of the most important trade 
agreements made by Great Britain during recent years, it 
will be useful to discuss what factors place one country in 
a strong bargaining position relatively to another with 
whom she is negotiating a trade agreement. 

A country may be able to impose its own terms upon 
another by threatening to invade or to blockade the other 
if she refuses. Of course such a threat can succeed only if 
it could be carried out fairly easily and if the other coun- 
try is not subjected to equally strong pressure by a third 
Power. Such threats are rare in times of peace and will be 
neglected in what follows. 

A free trade country is in a weak bargaining position 
unless other countries are convinced that it will impose 
tariffs against them if they are not reasonable. As a free 
trade country has no concessions to offer, its best course 
is to try to secure unconditional most-favored-nation treat- 
ment for its exports. Great Britain even before 1931 fol- 
lowed this course with success: there was no discrimination 
by other countries against her exports. It can be argued 
that her success was due to her political power and, to 
some extent, to the fear that a country might not be able 
to borrow easily in the London market if it discriminated 
against her. Smaller free trade countries, such as Holland 
and Belgium, shared in the benefits of the most-favored- 
nation system which Great Britain favored and supported. 
The world slump, however, produced a great increase in 
protectionist feeling and in restrictions on imports. Then 
the small countries fared rather badly and Great Britain 
undoubtedly found her tariffs and quotas useful in ex- 
tracting concessions. In most of her trade agreements she 
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obtained concessions mainly by promising not to raise her 
duties on particular products above a certain level, and 
not to restrict particular imports from particular countries 
to more than a certain extent, rather than by relaxing her 
existing measures of protection. Her promise not to restrict 
her imports of Argentine chilled beef, for example, by 
more than 10 per cent below the 1931-32 level xvas of real 
value because she had already embarked on a policy of 
restricting foreign supplies and there was no knowing how 
much further she might travel in that direction. Similarly, 
her promise to Denmark to take at least 2,300,000 cwts. 
of butter a year from her was of real value, although in 
fact she did not impose quotas on imports of butter. For 
she had adopted quantitative restrictions, and in the future 
might well have applied a quota to butter. 

A country cannot as a rule exert much pressure by 
threatening to withhold its exports. Even if A is the main 
source of supply of an important raw material essential to 
B’s industries, B could usually get supplies from an 
alternative source or could purchase some of A’s exports 
through a third country. For example. Great Britain has 
no pull over France because she supplies her with coal. 
France could buy her coal from Germany instead, or could 
use Belgium as an intermediary. It is rather Great Britain 
who would suffer if she refused to supply an important 
customer with coal, for this would lead to unemployment 
and reduced profits in her important coal-mining industry. 
It is true that in recent years the spread of exchange con- 
trol enhanced the importance, to an exchange control 
country, of supplies of certain commodities to be paid for 
in her own currency instead of in free exchange. Rumania 
has found a bargaining weapon in her oil, of which Ger- 
many has wished to obtain as much as possible in exchange 
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for marks; Germany has granted Bulgaria the privilege of 
receiving a certain amount of cotton in exchange for leva; 
and so on. But in general it is the consuming country 
which has the upper hand in bargaining 

During recent years the crude notion that A is con- 
ferring a benefit on B if she buys more from B than B 
buys from her has played a considerable part in trade 
negotiations Great Britain, anxious, like every other coun- 
try, to increase her exports, has frequently drawn atten- 
tion to the fact that she buys much more from the country 
with which she is negotiating than that country buys from 
her. The balance of trade between the two countries is 
said to be “unfavorable’' to Great Britain and the conclu- 
sion is drawn that the other country should buy more from 
Great Britain. Great Britain certainly has a large surplus 
of total imports over total exports If she had not, how 
would she be paid interest (of over £200 million a year) 
on her overseas investments, and how would she receive 
payment for her shipping services and for the banking and 
insurance services performed for foreigners by the City of 
London^ Since her total trade must show a large surplus 
of imports, this is naturally reflected in her trade with 
most individual countries. Even if a country A has not a 
surplus of imports on its trade as a whole, it is almost 
certain to have such a surplus with some particular coun- 
tries. The cheapest source of certain supplies may be B, 
but B may not want most of the goods which A supplies 
or may be able to get them more conveniently and cheaply 
from C and D C and D may use the purchasing power 
thus obtained from B to buy more from A than they sell 
to her, and so the trade between the four countries may 
balance. Attempts to make the trade between each pair 
of countries balance is bound to rob international trade 
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of much of its advantages, by making countries buy less 
from their best sources of supply, and is bound to keep 
down the total volume of world trade. One would have 
thought that Great Britain, whose prosperity depends on 
international trade, would have refrained from employing 
the argument that trade between herself and the Argentine 
or Denmark or a number of other countries was too “one- 
sided/’ In fact it was frequently employed in her Parlia- 
ment and Press. 

Analytically, however, the mere fact that Great Britain 
is a large market and has an import surplus does not in 
itself give her a pull over other countries. This point can 
be illustrated from the trade dispute between Australia 
and Japan which began in May 1936, when Australia im- 
posed heavy duties and, later, severe quantitative restric- 
tions on her imports of Japanese cotton and rayon piece 
goods. Japan bought two or three times as much from 
Australia as Australia bought from her, but this did not 
give Japan any bargaining advantage. Japan was a large 
buyer of wool from Australia, and by way of retaliation she 
went elsewhere for her w^ool Australian ’ivool growers did 
not suffer. As Sir Earle Page pointed out, when Japanese 
purchases were diverted to South Africa, raising prices 
there, other buyers who usually bought in South Africa 
switched over to Australia for their supplies. “No matter 
where one particular section of the demand goes, the re- 
mainder of the demand must be satisfied — if not from the 
usual source, then from another/’ So long as Japan bought 
the same amount of rvool from somewhere Australia was 
not injured. She could readily sell her wool elsewhere. 

One or both of two conditions must be fulfilled if A is 
to injure B by buying less of a certain commodity from B. 
A’s action must either cause the tvorld consumption of 
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that commodity to fall or cause the production of it in 
countries other than B to increase. Consider, for example, 
British purchases of Danish bacon. If Great Britain simply 
bought less bacon from Denmark and correspondingly 
more from elsewhere, production and consumption in the 
rest of the world remaining the same, Denmark would 
suffer very little She would merely switch over her exports 
of bacon to other consuming countries in order to fill the 
gaps left by Great Britain’s increased purchases from other 
exporters. In fact, the quantity of Danish bacon exported 
was considerably reduced by British action. In the first 
place, this pushed up the price of bacon in Great Britain 
and prevented British consumption of bacon from increas- 
ing. In the second place, it led to a considerable increase 
in the production of bacon outside Denmark: in Great 
Britain herself and in Canada and other Dominions. 

Where Great Britain has succeeded in recent years in 
inducing countries to make trade agreements with her 
tending to increase their purchases of British exports it 
has not been because her balance of trade with them was 
one-sided, although that argument was used, but because 
she has been in a position to hit some of their chief ex- 
ports (notably meat and dairy produce) by causing more 
of them to be produced either in Great Britain herself 
or, through preferential treatment, in her Dominions or 
Colonies. This explains her “success” with the Argentine 
and the Scandinavian and Baltic countries in contrast to 
her failure to obtain substantial concessions from, for 
example, Germany. But this is not quite the whole story. 
A country such as Denmark would not have been in such 
a weak bargaining position relatively to Great Britain had 
she been able to switch over without much loss from 
supplying bacon or butter, or whatever the threatened 
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commodities were, and instead to produce something else 
for her own consumption or for export In fact, this was 
not so. The countries with whom Great Britain had the 
most success in her trade agreements had specialized in 
supplying certain products, notably meat and dairy pro- 
duce, to the British market. Although some of them were 
constrained to switch over to some extent — Denmark, for 
example, considerably reducing the number of her pigs 
and growing more grain — this reduced their profits, and 
they were anxious not to be compelled to switch over still 
more. Again, it is conceivable that the other country 
might have been able to use a similar counter-threat 
against Great Britain. In fact, this was not so. The British 
market was of vital importance to the countries in ques- 
tion but they themselves took a relatively small propor- 
tion of British exports. 

Another factor, however, is international investment. 
Until recently. Great Britain has been on balance a lending 
country. Capital has been relatively more abundant and 
therefore cheaper in Great Britain than in most overseas 
countries. Hence Great Britain was able, if she chose, to 
obtain concessions in exchange for the promise of a loan 
on favorable terms — made possible, for example, by a 
British government guarantee that the interest would be 
paid. Bur once heavy investments have been made, the 
boot is on the other foot. Unless the debtor country needs 
a new loan from its creditor, it can obtain relatively favor- 
able treatment on the ground that otherwise it will not 
be able to continue paying interest in full. It has been 
said that during recent years the economic world has 
been a debtor’s paradise. This is an exaggeration but it 
contains some truth. We may surmise, for example, that 
Great Britain might have restricted her imports from the 
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Argentine more than she did if there had not been over 
£500 million of British capital invested in that country. 

When two countries make a trade agreement without 
either having an economic pull over the other or exerting 
any kind of pressure, presumably each country thinks it 
benefits. But what constitutes a benefit is a matter of 
opinion If both countries have liberal ideas they may both 
be pleased at mutual reductions of tariff even if these have 
to be generalized to other countries. But if a country be- 
lieves in protection, it will grudge any tariff reduction 
which it has to make and will regard it as a concession 
given only because the benefit to its own export industries 
from the other country’s reductions of tariffs are thought to 
outweigh this ‘loss ” It will probably try to prevent its 
own concessions from being extended to other countries 
to whom it gives most-favored-nation treatment by stating 
them in a very specific form which includes the goods of 
the other party but not most of those of competing coun- 
tries. If both countries favor high protection, the agree- 
ment may really be an excuse for raising tariffs. Country 
A may agree to particular increased duties by country B, 
which were forbidden by the A-B agreement previously in 
force, provided that B agrees not to protest against certain 
increases in A’s tariff. It is an error to suppose that trade 
treaties always mean lower duties and increased trade be» 
tween the two contracting countries. 

3, Exchange Control 

During the great depression a number of countries 
adopted exchange control. Broadly speaking, this meant 
that all exchange transactions had to pass through the 
central bank For example, an exporter had to surrender 
all the foreign exchange which he received, giving it to 
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the central bank at the official rate in exchange for local 
currency. Similarly, an importer could not pay his foreign 
supplier unless the central bank let him have the foreign 
exchange. 

This system was adopted for various reasons Some of 
the countries adopting it were afraid that the alternative 
of letting the exchange value of their currencies depreciate, 
in order to stimulate exports and check imports, would 
make their citizens fear that inflation was taking place 
and would lead to financial panic and withdrawals from 
their banks. Some, notably Germany, wished to use ex- 
change control as an instrument of national planning. 
Somehow or other their imports had to be reduced or their 
exports expanded in order to make their international 
transactions balance. Exchange control, with its apparatus 
of export and import permits, enabled them to control all 
foreign trade and to determine, for example, what quan- 
tities of various imports could enter, and from what coun- 
tries. Again, nearly all the countries adopting this system 
were debtor countries. They were enabled to reduce their 
debt payments to other countries without technically de- 
faulting. They transferred only a part of the sums due, the 
rest being paid into ‘‘blocked accounts,” in the local cur- 
rency at the central bank. Some countries allowed some 
of these blocked balances to be invested in local industries 
or to be used by the owners to pay their expenses while 
traveling in the country or to be sold for free exchange at 
a heavy discount, the “profits” being used to subsidize ex- 
ports from the exchange control country. 

Exchange control implies, for otherwise it would not be 
necessary, that the official value of the local currency is 
well above its equilibrium value. Hence all sorts of devices 
became incorporated into or encrusted upon the system. 
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For example, some countries subsidized certain exports to 
free exchange countries; some countries demanded that all 
or part of the payment for certain commodities such as 
petrol and wheat and copper should be made in free ex- 
change, even if the commodities were bought by another 
exchange control country, some countries permitted 
‘‘private compensation trade*’ in certain commodities, 
their exporters could sell all or part of the foreign ex- 
change obtained to local importers for what it would fetch, 
which was usually much more than its official value in 
terms of the local currency. 

One early result of exchange control was the arrange- 
ment of “clearing” agreements Most of these are rather 
complicated, but the essential principle may be illustrated 
by a simplified example. British exporters to an exchange 
control country, for example, Rumania, found that they 
were not receiving payment. The Rumanian firms who 
owed them money were honest and solvent but could not 
get sterling: the sums due were paid into blocked ac- 
counts. But Great Britain bought more from Rumania 
than she sold to Rumania. Hence she was in a position to 
insist that all payments due to Rumania should go into a 
special “clearing account” and that payments due by the 
Rumanian government and Rumanian firms to British 
exporters should come out of the clearing account. This 
would still leave a balance in the clearing account (for 
British purchases exceed British sales) and the complicated 
provisions of the agreement related to how much of this 
balance should go to pay off accumulated trading debts 
due to British exporters who had exported to Rumania 
before the agreement was made and had thereby acquired 
blocked lei, how much should go to pay debt charges due 
by Rumania to Great Britain, and which particular debt 
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charges should have priority, and how much should be 
placed at the free disposal of the Rumanian government. 

A clearing agreement often does not work smoothly. For 
example, take that between Great Britain and Turkey. 
Great Britain normally buys more from Turkey than she 
sells her. But after the 1935 and 1936 agreements, Turkish 
firms bought more heavily from Great Britain, paying 
“through the clearing,” and the balance of trade moved 
the other way. In the summer of 1939 there was over £2 
million sterling owing to British exporters and they had 
to wait over two years before receiving payment from the 
clearing. Hence one country may have to make a whole 
series of clearing agreements, over a period of time, with 
another in order to try to remedy defects as they become 
apparent. Great Britain, for example, has made some half- 
a-dozen or more clearing or payments or transfer agree- 
ments with Germany, and also with Italy and Rumania 
over the last few years. 

Most of the British agreements are called “payments 
agreements.” The distinction between a clearing agree- 
ment and a payments agreement is not very clear but it 
may be said that the latter is an improved form of the 
former. The essential improvement may be illustrated by 
the Anglo-German payments agreement. Germany agreed 
to restrict her imports from Great Britain during any 
months to 55 per cent of the value of German exports to 
Great Britain in the month-but-one before. This made it 
certain that there would be enough in the clearing account 
to pay British exporters to Germany without more than 
three months delay at the outside. And this enabled the 
ordinary facilities of the banking system to be used — a 
British bank would without hesitation discount a bill due 
to an English firm from a sound German firm because it 
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knew that there would be no trouble about '‘transferring** 
the money to Great Britain. Another advantage was that 
firms could deal with one another instead of everything 
being lumped together in a general clearing account. 
Moreover, a definite proportion of the total — in this case 
45 per cent of the value of German sales to Great Britain 
— ^was available to pay old commercial debts, interest on 
the external public debt of the exchange control country, 
and so forth. 

Great Britain now has agreements as to clearings and 
payments of commercial debts with the Argentine, Brazil, 
Germany, Hungary, Italy, the Soviet Union, Spain, Tur- 
key, Uruguay, and Yugoslavia. In addition, there may be 
explicit or implicit understandings in a British trade agree- 
ment with an exchange control country that Great Britain 
will not be discriminated against in the distribution of 
import licenses by the latter. For example, there was such 
a clause in the supplementary agreement of 1936 with 
Denmark. 

4. British Trade Agreements 1933-38 

After she had adopted protection and concluded her 
arrangements with the Dominions, Great Britain was ready 
to negotiate trade agreements with other countries.^ Some 
of those concluded during the years 1933 to 1938 were 
little more than exchanges, or renewals, of assurances of 

1 Great Britain is a party to some four hundred bilateral agreements, 
many of long standing. She has unconditional most-fa-vored-nation agree- 
ments with most countries. A number of the four hundred relate to 
specific problems such as the legal position of joint-stock companies and 
the relief of distressed seamen She is also a party to nearly thirty multi- 
lateral agreements on subjects (such as copyright, the safety of life at sea, 
and international navigable waters) of common interest to a number of 
countries 
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most-favored-nation treatment.^ There were also a numbei 
of clearing and payments agreements.® These were discussed 
in general terms in the preceding section and need not be 
considered here The most important of the others were 
those with the Argentine, the various Scandinavian and 
Baltic States, France, Germany, the Soviet Union, and the 
U.S A. 

The main object of British policy in negotiating these 
agreements was to try to expand the sales of British exports. 
We shall therefore ask what kinds of concessions she ob- 
tained, with this object in view, and what kinds of con- 
cessions she granted in return. She was most successful in 
obtaining concessions from countries which relied largely 
on the British market as an outlet for their produce. 
Agreements were concluded during 1923 and 1934 with a 
number of countries which were in this position, nameh • 
the Argentine, Denmark, Sweden, Nonvay, Iceland, Fin- 
land, Estonia, Latvia, and Lithuania. The agreements with 
the Argentine and Denmark are summarized in some de- 
tail in the following sections. The others were all on much 
the same pattern and will therefore be considered in gen- 
eral terms 

All the countries named sold much more to Great Britain 
than they bought from her and this fact was stressed by 
the British negotiators. It was explicitly stated in the pro- 
visional agreement with Estonia in July 1933. “Both Gov- 
ernments undertake to keep in view the balance of trade 
between the United Kingdom and Estonia, and the Es- 
tonian Government recognise that it is in the interest of 
both countries that the present disparity in that balance 

2 For example, those with the Netherlands (1934), Urugua) (1935), 
Brazil (1936), Chile (1937), and Cuba (1937) 

3 Made at various dates with Brazil, Germany, Hungary, Rumania, Spam, 
Turkey, Uruguay, and Yugosia\ia 



130 GREAT BRITAIN UNDER PROTECTION 

should be readjusted as far as possible by the increase of 
the sales in Estonia of goods the produce or manufacture 
of the United Kingdom/' After that, it became usual for 
some such reference to be inserted in the protocol to an 
agreement, the other government promising “to encourage 
and promote by all means at their disposal" the sale of 
British goods. 

With all the countries named Great Britain obtained 
most-favored-nation treatment for her exports, not only as 
to tariffs but also — at any rate, in general terms — as to any 
import quotas that might be imposed and as to import 
licenses for British goods if a country practised exchange 
control. At this point, we may mention that the exchange 
of notes with the Netherlands in July 1934 contains an 
attempt to apply the most-favored-nation principle to im- 
port quotas. We may mention, in order to show that Great 
Britain was fully aware of the damage which might be 
done to her export industries by quantitative discrimina- 
tion against them, that the agreement with France (June 
1934) ended a dispute over quotas. Great Britain had 
claimed that the French import quotas discriminated 
against her goods and had retaliated by placing a 20 per 
cent surtax on her imports from France. By the agreement 
Great Britain removed the surtax and France undertook to 
allocate quotas for British goods according to the propor- 
tions entering France in the base period, which for most 
goods was 1928-30. 

Great Britain did not succeed in obtaining any reduc- 
tions m duties, apart from a tariff quota on British her- 
rings granted by Finland, from any of the countries named 
except Denmark Any reductions granted to her would 
probably have had to be granted to other countries under 
most-favored-nation arrangements, and would have meant 
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a loss of revenue too large to be faced during a depression 
What she did obtain, as a rule, was an assurance that 
duties on a number of British goods would not exceed 
stated maxima. 

A special feature of the agreements with Scandinavian 
and Baltic countries was the concessions obtained for 
British coal. Great Britain could terminate her agreement 
with each of the following countries if at the end of any 
period of twelve months the percentage of its total coal 
imports coming from Great Britain was less than the 
figure shown: 


Denmark 

80 per cent 

Finland 

75 per cent 

Iceland . 

• 77 

Lithuania . 

80 

Norway . 

• 70 

Estoma 

^5 

Sweden . . 

45 

Latvia . . . 

70 


Thus Great Britain secured for herself a predominant 
position in the Scandinavian and Baltic markets for coal. 
The quotas granted were considerably higher than the 
proportions of British coal imported in previous years. 
This aroused some indignation in some other countries, 
who claimed that Great Britain had imposed arrangements 
contrary to the most-favored-nation spirit. 

The same objection was raised against the ‘‘purchase 
agreements” of which the two governments “took note” in 
the protocol to some of the agreements. These were private 
arrangements made by British firms with local firms to 
facilitate and promote the sale of certain British products 
For example, for Finland the British products were flour, 
creosote, iron and steel, commercial vehicles, wood- working 
tools and machinery. Jute wrappers for bacon and hams, 
and salt. 

In return for these various concessions, general and spe- 
cific, to British exports. Great Britain usually gave most- 
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favored-nation treatment — ^but, of course, only with non- 
Bntish countries — as to tariffs and import quotas which 
she was imposing or might impose in future. An inter- 
esting statement of how the most-favored-nation principle 
would be applied to quotas occurs in Article 4 of the 
Agreement of September 1933 with Finland. It reads: “In 
the event of such regulation of imports being introduced 
in the case of all or any of these products, the following 
provisions shall have effect in so far as they may be ap- 
plicable . . . The Government of the United Kingdom 
will, in such event, in making allocation to Finland, take 
into consideration the position which Finland has held in 
past years as a supplier of these products to the United 
Kingdom market. Allocations to Finland will be made on 
the same basis as, and on conditions not less favourable 
than, allocations to any other foreign country.” Great 
Britain did not reduce any of her duties in any of these 
agreements. She was bound by her Ottawa pledges to keep 
her duties on a number of goods, including butter and 
eggs, exported from these countries at certain minimum 
levels. But she did promise that her duties on a number of 
products would not exceed stated maxima. 

We have already mentioned the agreement with France 
signed in June 1934. Great Britain was not in a strong 
bargaining position with France, and did not succeed in 
getting an increase in the French quota on British coal or 
even unconditional most-favored-nation treatment for 
British exports. Indeed, this agreement is a remarkable 
exception to the usual British practice in this respect. It 
is true that most-favored-nation treatment in tariff matters 
was granted but it was explicitly stated, inter aha, that this 
did not mean treatment as favorable as that received by 
countries with which special arrangements had been made. 
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that if one country stimulated its exports, “directly or 
indirectly” by “abnormal and artificial means,” the other 
could take measures to counteract this, and that certain 
stated goods would not get most-favored-nation treatment. 

The 1930 agreement with the Soviet Union had pro- 
vided for reciprocal most-favored-nation treatment and led 
to the placing of Soviet contracts (guaranteed by the Ex- 
port Credit Guarantee Department of the Board of Trade) 
and a consequent increase in British exports to the Soviet 
Union from £3 7 million in 1929 to £9 2 million in 1932. 
But Canadian timber interests, relying on the clause in the 
British-Canadian agreement by which the British govern- 
ment undertook to prevent dumping in the British market 
of goods produced by state-controlled industries, renewed 
their protests against the dumping of Russian timber and 
the British government had to denounce this 1930 agree- 
ment in October 1932. 

A new agreement was concluded in February 1934. This 
contained an attempt to regulate the balance of payments 
between the two countries. “The payments of the Union of 
Soviet Socialist Republics in the United Kingdom . . . 
shall bear to the proceeds of the Union of Soviet Socialist 
Republics in the United Kingdom . . , the following pro- 


portions: 

In the year ending December 31, 1934 1:1.7 

In the year ending December 31, 1935 1-1.5 

In the year ending December 31, 1936 1.1.4 

In the year ending December 31, 1937 1.1 2 


“Thereafter an approximate balance of payments meas- 
ured by the ratio 1:1.1 shall be maintained.” 

It is doubtful whether the agreed balance of payments 
was reached For example, in 1937 gross imports from the 
Soviet Union were £29.1 million, domestic exports £3 1 
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million, and re-exports £16,4 million. In any event, British 
exporters complain that Russia has not kept the spirit of 
the agreement, for most of her purchases have been pur- 
chases of imported copper, tin, rubber, nickel, lead, and 
other goods not produced in Great Britain At the out- 
break of war in 1939 Russia owed several million pounds 
on credits guaranteed by the Export Credit Guarantee De- 
partment. 

The agreement with Poland in 1935 is remarkable in 
that it is one of the few agreements by which some duties 
were reduced. Poland made reductions in textile duties in 
return for guarantees regarding the restriction of British 
imports of her bacon, butter, and eggs. 

The trade agreement with Germany in 1933 is about the 
only instance before the Anglo-American agreement of 
1938 of reductions in duties made by Great Britain. In 
return for a minimum coal quota of 180,000 metric tons 
per month. Great Britain made some reductions in her 
duties on certain goods of a type exported by Germany, 
including toys, musical instruments, gramophones, clocks, 
jewelery, enameled hollow ware, and safety razor blades. 
There were various payments agreements with Germany 
during the following years. In January 1939 representa- 
tives of the British and the German coal-mining industries 
concluded an Anglo-German coal agreement by which sell- 
ing prices would be fixed and British exports would bear 
the relation to German exports of 65 to 35. Conversations 
took place at Dusseldorf in March 1939 between represent- 
atives of the Reichsgruppe Industrie and of the Federa- 
tion of British Industries, resulting in an agreement to 
replace competition in common export markets by price- 
fixing and marketing arrangements. The stage seemed set 
for a comprehensive commercial treaty but both these 
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agreements were suspended after German troops marched 
into Prague in March 1939. 

The agreements with Argentine and Denmark and the 
Anglo-American trade agreement of November 1938 are so 
important that separate sections are devoted to them. 

5. Agreements with the Argentine 

By the treaty of 1925 the United Kingdom and the Ar- 
gentine assured one another most-favored-nation treat- 
ment in matters of trade and shipping. 

It will be remembered that the British livestock indus- 
try was considerably depressed during the slump. Prices 
of beef were especially low in the autumn of 1932. In 
November 1932, therefore, Great Britain obtained a volun- 
tary agreement from South American exporters to cut 
down their exports to her by 10 per cent. The Argentine, 
confronted with the Ottawa policy of restricting imports 
of foreign meat and fearing that her import quota might be 
reduced much further, sought to obtain some kind of 
guarantee for her producers. 

Great Britain, for her part, wished to increase her ex- 
ports to the Argentine and to make arrangements for the 
“unfreezing” of about £16 million which had accumulated 
in blocked peso balances since the Argentine adopted ex- 
change control in October 1931. A convention was signed 
in May 1933 and a supplementary agreement in Septem- 
ber 1933. 

The most important type of meat exported by the Ar- 
gentine is chilled beef. The convention contained an 
undertaking by Great Britain not to reduce her imports 
of Argentine chilled beef below the quantity imported in 
the Ottawa year “unless, and then only so far as, it appears 
to the Government of the United Kingdom after consult- 
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ing and exchanging all relevant information with the Ar- 
gentine Government to be necessary in order to secure a 
remunerative level of prices in the United Kingdom mar- 
ket.” This undertaking was not of great value. British beef 
prices were not “remunerative” and imports from the 
Argentine were kept nearly 10 per cent below the Ottawa 
year level. But Great Britain gave a further undertaking 
that if a reduction below 90 per cent of the 1931-32 level 
was imposed on the Argentine, British imports from 
other countries, including British countries, would be re- 
duced by the same proportion. This apparently meant 
that if, for example, British imports of Argentine chilled 
beef were reduced to 81 per cent of the 1931-32 level, 
British imports of Dominion beef would be reduced by 
10 per cent. This was a very valuable promise Lord 
Beaverbrook doubtless had this in mind when he said that 
the convention meant “the granting of Dominion status 
to the South American republic ” 

The same concession could not be granted on frozen 
beef and frozen mutton and lamb. The Dominions were 
leading exporters of these commodities, but at the time 
they exported comparatively little chilled beef. Hence the 
Ottawa scale was applied to these commodities* British 
imports were to be reduced by the middle of 1934 to 65 
per cent of the 1931-32 level 
A protocol to the convention contains a paragraph de- 
claring that the Argentine Government, “fully appreciat- 
ing the benefits rendered by the collaboration of British 
capital in public utility and other undertakings,” intends 
to give those undertakings “such benevolent treatment as 
may conduce to the further economic development of the 
country, and to the due and legitimate protection of the 
interests concerned in their operation ” 
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The supplementary agreement provided for maximum 
rates of duty on about three hundred items imported into 
the Argentine from Great Britain. The Argentine under- 
took not to levy any duty on coal or on any other article 
which she admitted free from the United Kingdom on 
May 1, 1933. The United Kingdom agreed to admit 
Argentine maize and meat free of duty and not to impose 
quotas on Argentine cereals. The British dut^ on linseed 
was to be 10 per cent and on wheat as per quarter. The 
two governments were to consult together if the Argentine 
market for British coal and coke was not maintained. 

Arrangements were made for the gradual transfer to 
Great Britain of the blocked balances. A loan of £13 
million was raised in London in the form of 4 per cent 
Argentine government bearer bonds, to be repaid over the 
next twenty years. The sterling thus obtained was used 
forthwith to transfer blocked balances due to British short 
term creditors. 

Arrangements were also made to ensure that payments 
falling due in the future to British investors and shipping 
firms, as well as to British exporters, should be transferred 
(and not blocked) as fully as possible. By Article 2 of the 
convention all the sterling received from British pur- 
chases in the Argentine was to be earmarked for this pur- 
pose, after deducting “a reasonable sum” — fixed at £3 
million a year — towards the service of Argentine public 
debts owing to other countries Great Britain was to re- 
ceive most-favored-nation treatment in the allotment of 
foreign exchange to would-be Argentine importers. 

In fact, the Argentine exchange control worked, or 
rather was worked, very favorably to Great Britain The 
Exchange Control Commission tended to ration foreign 
exchange to would-be importers not according to the pro- 
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portion of purchases made from different countries in the 
past but according to the purchases made from the Ar- 
gentine by different countries. Great Britain of course was 
by far the biggest purchaser. Moreover, a 20 per cent sur- 
charge was imposed in April 1935 on goods imported 
without prior exchange permits. This also favored Great 
Britain, as it was easier to obtain permits to import from 
Great Britain than to obtain them to import from other 
countries. 

British imports from the Argentine fell from £50 87 
million in 1932 to £43.99 million in 1935, but British 
exports to the Argentine rose from £10.66 million in 1932 
to £15.26 million in 1935. This was just the kind of 
result which Great Britain had hoped to achieve. 

The 1933 agreements were for three years. In 1936 the 
Dominions pressed Great Britain to restrict still further 
her imports of meat from the Argentine. Owing to tech- 
nical improvements it had become commercially possible 
to send chilled beef from Australia and New Zealand and 
the quantities they sent had increased rapidly since 1932. 
Although Empire producers had been asked to keep down 
their exports of frozen beef (their exports of chilled beef 
being relatively unimportant) to a maximum of 10 per 
cent above the amount sent in the Ottawa year, total im- 
ports of beef (frozen and chilled) from these two countries 
increased from 1.6 million cwts. in 1932 to 2.5 million in 

1934* 

The 1936 agreement therefore made another turn or 
two of the screw upon the Argentine There was now to 
be a duty of not more than three farthings a pound on 
chilled beef, but there were to be no duties on mutton, 
lamb, and pork. British imports from the Argentine of 
chilled beef were to form at least 88.6 per cent, of frozen 
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beef at least 60.6 per cent, and of mutton and lamb at least 
yo per cent, of all foreign imports subject to regulation. 
In no event were British imports to be less than a certain 
minimum. For chilled beef, this was for 1937 the quantity 
imported m 1935 less 138,700 cw^ts.,- for 1938 the quantity 
imported in 1937 less 138,700 cwts.; for 1939, the quan- 
tity imported in 1938 less 138,700 cwts, but the 1939 
imports were in no case to be less than 6,590,000 cwts. For 
frozen beef, the minimum was 124,600 cwts. per year. 
For mutton and lamb, the minimum was 886,000 cwts. for 
1937 and 797,400 cwts. for 1938. These figures represented 
reductions of a few per cent on the previous levels but on 
the other hand limits were set to the amount of future 
reductions. It might have been a good deal worse. As a 
matter of fact, imports considerably in excess of the min- 
imum were permitted in the following years. 

Great Britain undertook once again not to impose a 
duty on maize, not to increase her duty on wheat, and not 
to impose quotas on cereals. The Argentine reduced the 
£3 million deductions for foreign debt service to £1^ 
million. 


6. Agreements with Denmark 

The fall in prices which began in 1929 was much 
greater at first for vegetable produce than for animal 
produce. Denmark profited by the cheapness of feeding 
stuffs and considerably increased her output of pigs and 
butter. Her exports of bacon and butter to Great Britain 
increased greatly. The prices of these commodities fell and 
British farmers demanded some restriction of imports. A 
section of the British press attacked Denmark on the 
ground that her purchases from Great Britain were little 
more than a quarter of her sales to Great Britain and 
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that she used much of her receipts from the latter to pay 
for manufactured goods which she imported from Ger- 
many. 

Denmark was in a very weak bargaining position. Great 
Britain was far and away her largest market. Her second 
market, Germany, had greatly stiffened its restrictions on 
Danish produce in 1932. And there were no substantial 
British investments in Denmark, as there were in the 
Argentine. When negotiations for the trade agreement 
began in December 1932 the question which Denmark 
asked herself was how much more Great Britain would 
demand in addition to what had been arranged in Ottawa. 

The agreement was signed in April 1933. There was to 
be no British duty on bacon and hams, but Denmark was 
unable to secure the right to export a stated minimum 
quantity, for Great Britain intended to cut down imports 
in order to encourage a greater home production. How- 
ever, Denmark was given the right to supply 62 per cent 
of the total permitted imports from foreign countries. 

Butter and bacon were about equal in importance to 
Danish exporters. Great Britain undertook not to raise 
her duty on butter above the 15s. per cwt. “Ottawa duty.” 
But she reserved the right to impose import quotas on 
butter. For butter, in contrast to bacon, Denmark was 
given a minimum quota of 2,300,000 cwts., equal to the 
quantity which she supplied to the British market in 
1930. Similar arrangements applied to eggs. In fact, Great 
Britain has not imposed import quotas on butter or eggs, 
so that these quota provisions did not become effective. 
Nevertheless they were a valuable safeguard to Denmark. 

Denmark made a series of important concessions, which 
were of course extended to other countries under most- 
favored-nation clauses, on various goods The most impor- 
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tant were the promises to reduce and bind the tariff on a 
number of textile goods. 

A protocol was attached to the treaty Denmark under- 
took to purchase at least 80 per cent of her total coal 
imports from Great Britain. The two governments “took 
note” of private arrangements which had been or were 
being concluded between British sales organizations and 
Danish trade organizations to ensure that the salt, salt- 
petre, and jute cloth used in the treatment and packing 
of Danish produce exported to Great Britain should be 
purchased in Great Britain. It was also noted that Den- 
mark would take steps to increase its imports of British 
iron and steel. 

No explicit mention was made in the treaty of the 
Danish exchange control office, but it was undoubtedly 
assumed that this would continue to promote imports 
from Great Britain. 

It will be remembered that in November 1933 the 62 
per cent of foreign imports of bacon and hams granted to 
Denmark was reduced, without the consent of Denmark, 
to 47 per cent. But the fact that export licenses for bacon 
were distributed by Denmark, and that her exporters xvere 
organized and did not undercut one another, meant that 
the difference (which rose to over one pound per cwt.) 
between the British price and the Danish price went to 
Denmark. Her exports of bacon to Great Britain in 1938 
were well below half her exports in 1932, but her receipts 
were only 4 or 6 per cent lower. There were supplementary 
agreements with Denmark in 1936 and again in 1938. The 
latter gave her a bacon quota of at least 68 95 per cent of 
the total imports from non-British countries and a ham 
quota, corresponding to the very small exports in the past, 
of 0.4 per cent. 
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The change in Denmark’s trade with Great Britain is 
shown by the following figures: 



Imports jfrom 

Exports to 


Great Britain 

Great Britain 

1929 

263 million Kr 

963 million Kr, 

1932 . .. . 

255 ” 

728 » 

1935 

479 

731 ” ” 

1937 -- 

638 ” 

824 ” »» 

1938 . . 

.... 567 " " 

861 » » 


7 The Agreement with the United States 

The British agreement with the United States was signed 
at the White House on November 17, 1938. An agreement 
between the United States and Canada was signed at the 
same time. The two agreements were complementary in 
that some of the concessions made by Great Britain — 
notably the abolition of the wheat duty and reductions m 
the duties on soft woods and on apples — ^required the con- 
sent of Canada to a diminished margin of preference in 
the British market- By an exchange of letters with Great 
Britain on the previous day Canada had agreed to this 
and in return Great Britain had agreed to receive smaller 
margins of preference in Canada on certain chemicals, 
steel manufactures, internal combustion engines, and one 
or two other items. This enabled Canada to reduce her 
duties on these commodities for the benefit of the United 
States Both Canada and Great Britain expected to gain 
more by the concessions granted to them by the United 
States than they would lose by a diminution of imperial 
preference. 

These agreements were made possible only by the liberal 
attitude adopted by both Mr. Cordell Hull and Mr. Mac- 
kenzie King. All three countries made real concessions 
by granting reductions in some duties and undertaking not 
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to increase a number of others. Moreover, Newfoundland 
and the Colonies were included in the British agreement. 
The United States sells much more to Great Britain than 
she buys from her but she buys about three times as much 
from the Colonies as she sells them Hence the provisions 
relating to the Colonies are valuable, for they included 
undertakings by the United States not to increase her 
duties on many of their products, which meant that most 
of them would continue to enter free of duty. 

Great Britain was not prepared to forgo revenue by 
reducing her duties on tobacco, but she did promise that 
the existing imperial preference would not be increased 
until 1942, when a reduction would be considered Nor 
was she prepared to reduce the protection given to the 
British motor industry, although she promised not to in- 
crease the existing duty on cars of 2 5 HP and over. But 
she did reduce her duties on various commodities repre- 
senting a total value of over £10 million of her imports 
from the United States in 1936. The duty of 2S. per quarter 
on wheat, which dates from Ottawa, was abolished ^ The 
10 per cent duty on lard and the duties on canned grape 
fruit, grapefruit juice, and orange juice were abolished 
The duties on a number of other products, including 
apples, soft wood, and many canned and dried fruits were 
reduced. The continued free entry of raw cotton, sulphur, 
resin, and fur skins was guaranteed. Hams also were to 
remain on the free list and the American quota was in- 
creased. 

In 1936 British exports to the United States amounted 
to some £40 million. Of these, about £17 million remains 
on the free list, over £11 million is given reduced duties, 

^ One result of this is that Canadian wheat can once more be shipped, if 
desired, through New York and Boston. 
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and existing duties are stabilized on a further £6 million. 
This last category includes whisky, which is the chief 
single item exported by Great Britain to the United States. 
The duty on it is stabilized at the low level to which it was 
reduced by the American agreement with Canada in 1935. 

The most important American concessions relate to 
textiles, on which the duties were very high. Duties on 
most cotton piece goods were reduced by so to 30 per cent, 
on high grade woolen goods from 60 per cent to 35 per 
cent ad valorem, and on many ranges of linen goods from 
35 to 20 per cent ad valorem. Duties were reduced on a 
number of other commodities also, including earthenware, 
china, glass, specialized metal products, leather goods, 
sports goods, pipes, and marmalade. 

The two countries grant one another most-favored-na- 
tion treatment, but Great Britain may grant more favor- 
able terms to the Empire, and the United States to its 
territories, to the Panama Canal zone, and to the republic 
of Cuba. Moreover, the agreement contains a provision 
which has become usual during recent years in American 
agreements but has never before appeared in a British 
agreement. It is to the effect that any concession may be 
withdrawn or modified if it happens that some third 
country, to which it is extended, obtains the major benefit 
and in consequence increased imports threaten serious 
injury to home producers. The agreement may be termi- 
nated “if there should be a wide variation in the pound- 
dollar rate of exchange ” 

The concessions made by both sides in the agreement 
were real, if limited, and the agreement was greeted with 
approval by all who favored greater freedom of trade. 
They hoped that it would mark a turning point in tariff 
policy and would lead to a general reduction of protection. 
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It was certainly an important move away from the Ottawa 
system — ^and a move to which the Dominions and India 
agreed. Great Britain and the United States together per- 
form well over a quarter of the trade of the world This 
agreement between them, naming long lists of items with 
man y reductions and stabilizations of duties but not a 
single increase, is indeed a remarkable and encouraging 
document. 

8. The Results of British Traoe Agreements 

The various British agreements, with the notable excep- 
tion of the recent one with the United States, brought 
about remarkably few reductions in import duties. An 
apparent exception is the agreement with France in 1934, 
by which Great Britain reduced by 50 per cent her duties 
on raw silk and artificial silk yams. But these reductions 
had been recommended, in the interest of British manu- 
facturers, by the Import Duties Advisory Committee in 
May 1934 

The chief exports of most of the countries with which 
agreements were concluded were agricultural products, 
and in so far as these were subject to British duties Great 
Britain was unable to offer concessions, even if she wished, 
without breaking her pledge to one or other of the Do- 
minions to maintain a stated minimum margin of imperial 
preference The best she could offer was that her existing 
duties would not be increased. 

The limitations which she imposed on her imports of 
various kinds of meat from foreign countries tended to 
reduce the total volume of world trade. This was par- 
ticularly true of bacon. Total British imports of bacon 
were considerably cut down, being replaced by home-pro- 
duced bacon. It was much less true of meat Total British 
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imports of meat were not reduced. Australia and New 
Zealand increased their exports, and despite their promises 
and endeavors to set limits to this increase in fact it filled 
the gap in British consumption caused by the reduction 
in imports from the Argentine and other foreign coun- 
tries. The pig population of Great Britain increased con- 
siderably, but the other sections of the livestock industry 
remained depressed 

As time went on, British exports expanded to most of 
the countries which had made her substantial concessions 
and were able and willing to promote the sale of British 
goods through their exchange control or in other ways. 
It IS not easy to judge how much of this expansion of 
British exports was due to a recovery of the prices of food- 
stuffs and raw materials, and the consequent increase in 
the purchasing power of the countries in question, and 
how much was due to the trade agreements and all that 
they implied. The table on page 147 perhaps affords some 
indication. The trend of trade with Holland, which had 
refused to give any special concessions to Great Britain, 
may be contrasted with the trend for the other four 
countries 

The increase in British exports to the Scandinavian and 
Baltic countries and to the Argentine can certainly be 
attributed partly, although not entirely, to the trade agree- 
ments and to the measures taken by these countries to 
divert their purchases towards Great Britain. But it seems 
very probable that British exports to other non-Empire 
countries would have expanded more if these trade agree- 
ments had not been made. Other manufacturing coun- 
tries, finding that certain markets were largely closed to 
them and reserved for Great Britain, competed more 
fiercely for sales elsewhere. 

A good illustration of this is provided by the history of 
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BRITISH TRADE WITH CERTAIN COUNTRIES 



193^ 

1932 

£ Thousands 

1933 1934 

^935 

1936 

1937 

Sweden 

Imports 

17,342 

13.424 

15.938 

17.956 

17.009 

20,628 

26,231 

Exports 

7»743 

6,885 

7.175 

91O82 

9.723 

10,386 

13,019 

Morway ^ 

Imports 

8,630 

8,282 

6,961 

8,442 

8,213 

8,940 

11.577 

Exports 

7»559 

5,801 

5»553 

6,289 

6,619 

7.146 

8,936 

Denmark 

Imports 

49.695 

40.569 

35.428 

32.875 

32,037 

33 » 235 

36,551 

Exports 

8,656 

9.852 

11.797 

13.354 

13 » 759 

i4»943 

16,881 

Finland 

Imports 

11,630 

11.733 

12,766 

15,232 

14,914 

18,145 

22,452 

Exports 

1,603 

2,263 

2.845 

3,611 

4»i52 

4.217 

5.963 

Holland 

Imports 

35.198 

22,029 

18,602 

20,973 

23,065 

25,088 

32,016 

Exports 

13.701 

12,106 

12,371 

12,092 

11,657 

12,343 

15,031 


British exports of coal. It will be remembered that '‘coal 
clauses” in the protocols were a special feature of all the 
agreements made in 1933 and 1934 with Scandinavian and 
Baltic countries. Great Britain was assured, by the large 
quotas granted to her, of a predominant position in these 
markets. As a result her coal exports to them rose from 
4.9 million tons in 1932 to 8.5 tons in 1936. British 
and Polish coal producers came to an understanding 
towards the close of 1934, but no understanding was 
reached with German producers, who had been powerful 
rivals of Great Britain in these markets. German coal, 
largely excluded from these markets, began to displace 
British coal in France, Belgium, Italy, and other Euro- 
pean markets. The total exports of British coal (excluding 
bunkers) fell from 38 9 million tons in 1932 to 34 5 
million tons in 1936, and their value fell also although 
the total value of British exports of merchandise was con- 
siderably higher in 1936 than in 1932 Such figures can 

® After 1932 without Spitzbergen. 
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never be very conclusive. Great Britain’s coal might have 
fared much worse without these agreements. The big fall 
in her exports to Italy — from 5 million tons to 60,000 
tons — wzs largely due, it could be argued, to the imposi- 
tion of economic sanctions by Great Britain after the com- 
mencement of the Abyssinian war. Nevertheless German 
coal exports rose from 2^ million tons in 1934 to 28 7 
million tons in 1936 and to 37 6 million tons (as against 
40.3 million tons exported by Great Britain) in 1937. 

It may be added that one result of the change in the 
distribution of British coal exports was considerable dis- 
tress in South Wales. It was the East Coast which gained 
by the expansion of sales to Scandinavia and the Baltic. 
South Wales, however, suffered by the fall in exports to 
western and southern Europe. 

It would be ridiculous to attribute the slow rate of 
expansion of international trade entirely or even mainly 
to the Ottawa system and to British trade agreements. The 
strength of protectionist feeling in many countries, un- 
certainty as to how exchange rates would vary in the 
future, and policies of exchange control, were all potent 
influences which slowed down the revival of foreign trade. 
But British trade policy played its part. The Ottawa agree- 
ments tied the hands of Great Britain by preventing her 
from reducing her duties on a number of important com- 
modities, and equally tied the hands of the Dominions. 
The attitude adopted by the Empire towards regional 
pacts effectively prevented the formation of low tariff 
blocs between neighboring countries. And the British drive 
towards a reduction in her import surplus from various 
countries inevitably tended, in so far as it was successful, 
to make international trade more bilateral and therefore 
less in volume than it would otherwise have been. 



Chapter VI 


MONETARY POLICY 

1. The Significance of Exchange Rates 

This chapter discusses the external monetary policy of 
Great Britain. It deals, that is to say, with the measures 
taken to control the exchange value of sterling in terms 
of other leading currencies, such as the dollar and the 
franc. 

If we can take money incomes and money costs in Great 
Britain as given, then a low exchange value of sterling 
tends to promote British exports Suppose, for example, 
that British exporters of some commodity can make a rea- 
sonable profit by selling it for £i per unit. If the pound is 
worth 5 dollars, they must ask 5 dollars per unit in the 
United States, but if the pound is worth only 4 dollars, 
they need ask only 4 dollars, and if they are competing 
with one another for the American market, the price wull 
be driven down to about 4 dollars. Moreover, a number 
of British goods which could sell for, say, a pound, at a 
profit but which, owing to competition of other countries, 
would fetch only, say, 4.50 dollars abroad, cannot be ex- 
ported, except at a loss, when the pound is worth more 
than 4.50 dollars. Thus a fall in the exchange value of 
the pound tends to increase the range of goods which can 
be profitably exported. Of course, if the value of sterling 
is deliberately kept down, this means that Great Britain 
is in a sense making a present to the rest of the world In 
technical terms, she is turning the terms of trade against 
herself By selling British goods more cheaply, she is 
giving a larger quantity of exports than before in return 

149 
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for any given quantity of imports. But few countries during 
recent years have paid much attention to this aspect of 
the matter. They have all been anxious to promote their 
exports, partly in order to reduce their unemployment, 
and partly because the old mercantilist belief that exports 
are somehow good and imports somehow bad is still very 
much alive. . 

A low exchange value of sterling tends also to check 
imports into Great Britain. People tend to spend less 
upon, say, American goods at 5 dollars a unit when a unit 
costs 25 shillings than when it costs £1. Thus a low ex- 
change value of sterling is equivalent to a general tariff. 

If the value of sterling is kept unduly low, the sums 
received from abroad in payment for British exports and 
shipping services, as interest on British overseas capital, 
and so on, tend to exceed the sums paid out for imports 
into Great Britain, foreign loans made by Great Britain, 
and so on Under a free exchange rate, this would tend 
to push up the value of sterling again, but under some 
form of exchange control this situation can continue pro- 
vided that the controlling authority is prepared to acquire 
increasing balances of foreign currencies — ^which it can 
usually turn into gold if it wishes. 

This, of course, is not the whole story. An unduly low 
value of sterling tends to raise money incomes and money 
costs within Great Britain. Higher prices for imported 
food raise the cost of living and lead to demands for in- 
creased wages. Higher costs, in sterling, of imported ma- 
terials raise the costs of manufacture. Nevertheless the 
above conclusions are broadly true: exports are promoted 
and imports are checked. 

Hence the device of exchange depreciation, or devalua- 
tion (returning to gold at a lower parity), has a special ap- 
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peal for any country which wishes to improve the position 
of its export industries. The exporters gam, because they 
get more in terms of their own currency, and purchasers 
of imports lose, because they have to pay more in terms 
of their own currency. But this “advantage” disappears if 
more and more countries follow suit. And if the depreciat- 
ing country is, like Great Britain, an important exporter, 
other countries may be bound sooner or later to follow 
suit. For the lower prices at which British goods are 
being offered in the markets of the world will compel 
the exporters of other countries to reduce their prices also, 
and unless they were making large profits before, this 
means that they will now be selling at prices which do 
not cover their full costs, while some will be driven out 
of the exporting business altogether. The obvious remedy 
is for their governments also to depreciate or devalue their 
currencies. 

Hence when an important country deliberately under- 
values its currency this is likely to lead to a period of com- 
petitive exchange depreciation, with the volume of interna- 
tional trade kept down by the exchange risks due to 
uncertainty and fluctuations in exchange rates, and in the 
end the “advantage” of the first country may have quite 
disappeared because other countries have reduced the ex- 
change value of their currencies to an equal or greater 
extent. 


2. The Gold Standard: 1925 to 1951 

After 1920, Great Britain adopted a deliberate policy 
of deflation. The volume of money was reduced year by 
year in order to bring down prices and to make possible a 
return to the gold standard at the old parity. This was car- 
ried out on May 1, 1925. 
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As we showed in Chapter I, Great Britain was not 
happy on the gold standard during these post-war years 
before the crisis of September 1931 It was expected that 
American prices would continue to rise after the spring 
of 1925, but in fact they tended rather to fall. Later, a 
number of other countries, including France, returned 
to gold at a rather low parity, thus increasing the difHcul- 
ties of British exports. Great Britain found herself in the 
opposite position to that discussed in the preceding sec- 
tion The pound sterling was pegged to gold at 843.1 ii^d. 
an ounce (equivalent to £1 =4.866 dollars) and this rate 
was too high. Given the level of money incomes and 
costs, sterling was overvalued. British exporters could not 
quote sufficiently low prices in foreign currencies to en- 
able Great Britain to retain her previous share of the 
world’s exports. 

The orthodox remedy was deflation If money incomes 
had been reduced, British consumers would have curtailed 
their demand for imports; and if costs, notably wage 
rates, had been reduced this would have encouraged British 
exports But there were great objections against this 
course. Great Britain imports mainly foodstuffs and raw 
materials. A fall in money incomes would cause people to 
economize more on luxuries and semi-luxuries produced 
at home than on imports. In order to cut down imports 
by 10 per cent, a cut of considerably more than 10 per 
cent in money incomes might have been necessary. More- 
over, wages in the export industries were already very 
low, and the trade unions seemed to be taking a firm line 
against wage reductions. The orthodox remedy of a high 
bank rate and a contraction of the quantity of money 
would probably have considerably increased unemploy- 
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ment — and there were already over a million unemployed 
— ^and caused great discontent. 

Possibly this course should have been adopted, despite 
these objections to it. The ad\antages of fixed exchange 
rates to a great trading nation like Great Britain are ex- 
tremely large. Moreover, a reduction in the value of 
sterling reduces the real return on sums, amounting to 
some £100 million, representing that part of her overseas 
interest income which is fixed in sterling. And in any event 
the British economic system clearly lacked flexibility and 
adaptability. More transfer of persons was needed between 
districts and industries. A reduction in the exchange 
value of sterling might have done something to promote 
British exports but it would not have gone to the root of 
the trouble. 

What actually took place was a typically British policy 
of compromise. Great Britain did not deflate. Losses of 
gold were not allowed to have their “normal” effect of 
reducing the quantity of money, and thereby money in- 
comes. “You will find,” said Sir Ernest Harvey, Deputy 
Governor of the Bank of England, in his evidence before 
the MacMillan Committee (Question 353), “if you look at 
a succession of Bank returns that the amount of gold we 
have lost has been almost entirely replaced by an increase 
in the Bank’s securities.” Foreign balances were permitted 
and encouraged to accumulate in London But the pound 
was not devalued, and no effective ban was placed on 
British lending abroad, so that Great Britain drifted into 
an increasingly vulnerable position, while her staple ex- 
port industries continued to stagnate, and unemployment 
remained unusually high 

Thus when Great Britain was compelled to leave gold 
in September 1931, one school of thought believed that 



154 GREAT BRITAIN UNDER PROTECTION 

this was perhaps a blessing in disguise. The pound had 
been overvalued It had stood at 4.866 dollars when it 
should have been at 4.40 or 4.20 or 4 00 — exactly where, 
nobody could say. Now at last British exports would have 
a chance. They could now compete on more favorable 
terms with the exports of other countries. 

But Great Britain was not the only country to reduce 
the exchange value of its currency. Australia, New Zea- 
land, and a number of South American countries had 
already left gold. After September 21, 1931, the rest of 
the British Empire kept the old relationship with sterling, 
except for South Africa and British Honduras, both of 
which remained on gold, Hong-Kong which remained on 
silver, and Canada, which allowed its currency to fall in 
value, but less than sterling. A number of countries out- 
side the Empire, including the three Scandinavian coun- 
tries, Portugal, and Egypt, kept approximately their old 
parity with sterling. The fall in the values of the cur- 
rencies of this important group of countries imposed a 
heavy deflationary pressure on those countries which still 
remained on gold. Depression increased in the “gold bloc,” 
whose export industries were severely hit. The pressure 
was increased as time went on and other countries left 
gold, and it was made particularly severe after the spring 
of 1933, when the United States did the same — subse- 
quently revaluing the dollar (in January 1934) at slightly 
below 60 per cent of its former gold parity. 

3. The Ban on Foreign Lending 

For many years Great Britain had made a practice of 
lending and investing considerable sums overseas. The 
value of her foreign assets was, in round figures, about 
£4000 million, yielding some £200 million a year. Much 
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o£ this was in the British Empire, but she had also sub- 
stantial loans and investments in the Argentine and other 
foreign countries. 

She continued to lend overseas, particularly to Australia, 
during the years before the crisis of 1931, although she 
was no longer the chief lending nation; during the period 
1925 to 1930 the United States lent considerably more 
than Great Britain to other countries. 

After the crisis of September 1931, all new issues of 
capital were subjected to a greater or less degree of gov- 
ernment control and a complete “ban” on new issues was 
announced simultaneously with the war loan conversion 
scheme on June 30, 1932. This “ban” had no legal sanction 
whatever. It was merely an expression of the wishes of 
the Treasury. Yet the authority of the Treasury and of 
the Bank of England, with whom it worked in close col- 
laboration, is so great that its wishes were respected 
despite occasional mild protests. 

For more than three months the ban was complete. In 
October, when the success of the conversion operation was 
assured, restrictions on home industrial issues were re- 
laxed and later removed, but issues by municipalities and 
Empire governments continued to be carefully regulated 
and there was almost complete prohibition upon new 
issues for foreign countries. 

This prohibition has remained in force ever since. Ap- 
parently the only exceptions are loans which will be 
spent by the borrowing country entirely on British goods 
and services and loans for the purpose of strengthening 
the sterling reserves of a foreign central bank. All other 
public issues which would result in a transference of 
capital, directly or indirectly, to foreign countries have 
been banned. It seems that this was intended to be a more 
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or less permanent policy, for some years ago the govern- 
ment appointed an advisory council to assist the Treasury 
in carrying out these wholly extra-constitutional functions. 

It is interesting to note that the ban did not apply to 
purchases by British residents of existing foreign securi- 
ties Such purchases could have been prevented only by 
complete exchange control, and the government was not 
prepared to go to this length. At times, they reached quite 
large dimensions: for example, the United States Depart- 
ment of Commerce gives the net inflow of funds from 
the United Kingdom during 1936 in connection with 
transactions in United States securities at 218 million 
dollars. 

The primary purpose of controlling new issues was to 
keep interest rates low. It was part of the ‘‘cheap money” 
policy designed to stimulate home industry and promote 
economic recovery. The ban on foreign issues was also 
intended to prevent the British balance of payments from 
becoming too adverse. There would have been some point 
in this before September 1931, while Great Britain was 
still on gold. There seems to be no logical argument for 
it after that date A free exchange rate automatically pre- 
vents an adverse balance of payments. Moreover, the 
possibility of purchasing existing foreign securities led to 
foreign investment taking that form instead of the form 
of new issues. 

In so far as the ban had any effect on the exchange 
value of sterling, it tended to keep it up Sterling which 
would otherwise have been acquired by foreign borrowers 
and offered for sale on the exchange markets was instead 
invested (or left on deposit at a bank) at home. But it is 
doubtful whether its effect was at all significant. There 
was so much uncertainty as to economic prospects in 
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foreign countries and as to the future exchange \alue of 
their currencies that it is doubtful whether any very 
substantial sums would ha\e been subscribed to new 
issues on foreign account even if they had been permitted. 

The ban is important mainly as an indication of the 
attitude of the government towards economic affairs. The 
only real hope for the staple British export industries lay 
in a considerable revival of world trade Such a revival 
might have been promoted by British willingness to lend 
overseas. The loans w^ould have assisted recovery in other 
countries and would directly or indirectly have stimulated 
the demand for British exports. The government, however, 
chose to follow more of an isolationist policy. There was 
no return to the gold standard and no real attempt at in- 
ternational economic cooperation. Great Britain herself 
was making a striking economic recovery — other countries 
must do the best they could. Hence unemployment, mainly 
in the export districts, remained near 1^ million down 
to the outbreak of the war. 

4 The Exchange Equalization Account 

Early in 1932 capital began to return to London in 
considerable amounts. The Bank of England appears to 
have done something to check the consequent rise in the 
value of sterling. Between the end of February and the 
end of June it increased its holding of “Other Securities,” 
presumably foreign exchange, by £33 million and in addi- 
tion bought gold to the value of some £20 million at 
market prices. But the government soon replaced these 
makeshift methods of controlling the value of sterling 
by the Exchange Equalization Account. 

The decision to establish the account, more commonly 
known as fund, was announced by Mr. Chamberlain in 
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his financial statement to the House of Commons on April 
19, 1932, although it did not begin operations until June. 
Its main purpose, he explained, was to smooth out tem- 
porary fluctuations in the exchange value of sterling, while 
permitting “real’’ causes to affect the long-term trend. 
Only speculative movements were to be offset. 

It soon became clear that the chief speculative move- 
ments needing to be offset were those arising from the 
transfer of “refugee capital.” People feared that the 
dollar might be devalued, and transferred balances from 
the United States to London. Of course, they were right. 
The dollar left gold in the spring of 1933 and was offi- 
cially devalued at the beginning of 1934. It was then feared 
that the French franc and other “gold bloc” currencies 
would be devalued; and although France managed to stay 
on gold until October 1936, there was a fairly continuous 
inflow of refugee capital into London. For sterling had 
already depreciated and was unlikely, it was thought, to 
depreciate much further. Hence London was generally 
deemed the safest temporary resting place for the liquid 
funds of capitalists anxious to safeguard themselves against 
a fall in the exchange value of their money. 

In the absence of any control, an influx of refugee 
capital into Great Britain would have pushed up the 
exchange value of sterling, thereby hampering British 
exports. Later, when these refugee funds were trans- 
ferred to some other center which had come to be deemed 
safer than London, the exchange value of sterling would 
have come down with a rush. The fund could prevent 
such disturbing ups and downs by absorbing the “hot 
money” as it came in, and subsequently releasing it, with- 
out allowing these movements to have any substantial 
effect on the exchange value of sterling. 
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The fund began operations with some £165 million 
of which some £115 million was in the form of Treasury 
bills, and the rest in foreign exchange or gold.^ %Vhen it 
intervened in the exchange market to buy foreign cur- 
rency (absorbing, for example, an influx of foreign capital) 
it provided the extra sterling required by selling some of 
its Treasury bills, and it turned the foreign currency which 
it acquired into gold. Hence part of its assets at any mo- 
ment consists of sterling, mainly in the foim of Treasury 
bills, and the remainder consists of gold. If it were to try 
to offset a continued tendency for sterling to fall, it ivould 
have to part with gold. When it had parted with all its 
gold, then — ^unless it could acquire more gold or foreign 
exchange, by borrowing from abroad or in some other way 

it could do no more. The increased sterling offered for 

sale could no longer be absorbed by the fund, for it w’ould 
have nothing to give in exchange, and the exchange value 
of sterling would therefore fall just as if there rvere no 
fund. Conversely, when it had turned all its sterling assets 
into gold, in order to offset a continued tendency for 
sterling to rise, it could do no more unless it could ac- 
quire more sterling to give in exchange for the foreign 
currency offered. IHainly for this reason the fund was 
augmented in April 1933 ^ further £200 million of 

Treasury bills and in June 1937 with yet another £200 
million. 

There have been times— notably during 1934, when 
capital was being withdrawn from London after the re- 
valuation of the dollar, and sterling was tending to fall 
sharply— when the fund has been parting with gold. But 
on balance it acquired a great deal of gold up to March 

1 See “Twenty Years of the Floating Debt” by F. W Paish in Economca. 
August 1931. This artide gives an excellent account of this whole subject. 



i6o GREAT BRITAIN UNDER PROTECTION 

1938. At that date the combined gold holding of the Ac- 
count and of the Bank (to whom the Account had sold 
some of its gold, valued for bookkeeping purposes at the 
old price of about 85 shilling an ounce) was at its highest 
point. It amounted to nearly 120 million ounces, worth 
at market prices about £840 million The gold originally 
held by the Bank, before the fund began operations, was 
only £121 million, valued at the old price. The long run 
tendency for the sterling price of gold to rise over this 
period is partly responsible for the rise in the market 
value of the gold held The original £121 million was 
worth £200 million in March 1938 and there had been 
an increase or “profit’' of between £30 and £40 million 
on the gold which had been purchased at intervals by the 
Account. But the bulk of the 120 million ounces had been 
purchased by the Account. This means that its long-run 
effect had not been merely to smooth out temporary fluc- 
tuations. It had been to keep down the exchange value 
of sterling. 

To some extent, however, this policy was justified by 
the large influx of refugee capital which had taken place. 
After March 1938, the trend was reversed. Fears of war 
led to heavy withdrawals of capital from London. If the 
fund had not accumulated a large amount of gold, this 
would have resulted in a very sharp fall in the exchange 
value of sterling. As it was, the demands were met mainly 
by the release of gold. It may be mentioned that the 
sterling acquired in exchange helped to finance rearma- 
ment in Great Britain From March 1938 to the end of 
1939 perhaps £400 million of the cost of rearmament and 
of the war was met, in effect, by sales of gold. 

It is also interesting to note that against the “profits” 
made by the fund up to March 1938 must be set the interest 
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payable on over £300 million of internal long term 
“funding” loans raised by the British government. As ne 
have seen, some £550 million of Treasury bills were 
issued, at one time or another, to the fund It %vas con- 
sidered dangerous to allow the total of the floating debt 
(mainly in the form of Treasury bills) to become too 
high, and therefore these “funding” loans were raised 
from time to time. If there had been no fund, they would 
not have had to be raised, and consequently the interest 
upon them — ^averaging slightly over 3 per cent — ^would 
not have had to be paid. 

It may be that the activities of the fund in acquiring 
gold, and thus keeping down the value of sterling, in the 
early months of 1933 may have been partly responsible 
for the decision of President Roosevelt to let the value of 
the dollar fall. He may have thought that Great Britain 
was trying to secure an unfair advantage for her exports, 
and decided that it was a game at which two could play. 
In fact, as we have tried to show, the fund was mainly 
trying to serve as a cushion to prevent disturbing jumps in 
the value of sterling due to the influx, and efflux at some 
future date, of refugee capital Be that as it may. Presi- 
dent Roosevelt’s action wrecked the World Economic 
Conference and dealt a blow to international monetary 
stability comparable only with the departure of Great 
Britain from gold — and it may well be argued that Great 
Britain had little choice, whereas the dollar could easily 
have been maintained at its previous level. The moral is 
that when one nation adopts economic policies opposed 
to international cooperation, other nations are very likely 
to do the same. 

Some measure of international cooperation, however, 
was forced upon both Great Britain and the United States 



i62 great BRITAIN UNDER PROTECTION 


when the French franc was at last devalued in October 
1936. Up to that date the exchange funds of both countries 
had been able to operate upon the franc. They could buy 
francs and turn them into gold at a fixed price. This was 
no longer possible. If the British fund, for example, were 
to buy dollars in order to prevent sterling from rising too 
high in terms of dollars, it would have to hold the dollars. 
It could not turn them into francs and turn the francs into 
gold. The converse applied to the American fund. As 
neither fund wished to acquire increasing amounts of the 
other’s currency, an agreement was reached and M Blum 
— instead of snapping his fingers at Great Britain and the 
United States, who between them had forced the franc 
off gold, and letting them solve their own troubles — 
proved very willing to cooperate. Both the British and 
the United States Treasury on October 12 issued declara- 
tions that they were prepared to sell gold to other Treas- 
uries or central banks, but only upon a day to day basis. 
Their undertaking could be withdrawn at twenty-four 
hours notice. The countries previously on gold which had 
instituted exchange accounts — including France — gave 
similar undertakings Thereafter a certain stability was 
maintained between the pound and the dollar, although 
the franc had to be devalued again But although the 
result was a kind of uneasy gold standard, maintained (so 
long as the United States kept to its fixed price of 35 
dollars an ounce for gold) on a day to day basis, uncer- 
tainty did not disappear. It was gradually becoming clear 
that a substantial reduction of exchange risks and the 
removal of apprehensions concerning the future value of 
gold (the stocks and output of which had greatly increased) 
could be achieved only by some more permanent agree- 
ment, when the outbreak of war temporarily put an end 
to any such hopes. 
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IRON AND STEEL 

1. The Nature of the Indlstry 

The controversy over protection for the iron and steel 
industry was particularly fierce. This was largely because 
iron and steel products are the raw materials of a number 
of important industries, and much of the British steel 
output is exported in one form or another The geneial 
rule was not to tax imported raw materials and not to 
hamper the export trades. 

The protectionists won, but in return for restrictions 
on imports the producers had to agree to reorganize the 
industry and not to raise prices unduly. 

Some account of the main characteristics and problems 
of the industry is necessary to understand the issues in- 
volved in the controversy. We therefore begin with a brief 
description of the processes of production. 

The first stage is the production of pig iron in a blast 
furnace. Iron ore and coke, with limestone as a flux, are 
charged into the top of the furnace and hot air is blown 
in at the bottom. This produces molten iron, which is run 
out and either allowed to solidify in moulds, before being 
sent elseivhere, or else poured into huge ladles to be used, 
in its molten state, for making steel. Other products of the 
blast furnace are blast-furnace gas and slag, formed from 
the earthy mineral in the ore and the limestone. It costs a 
good deal to fire a blast furnace and therefore it is kept 
going day and night unless it has to be blown out and kept 
idle for a long period. 

Some pig iron is used to make wrought iron products or 
cast-iron pipes, stoves, ranges, and hardware. But most 

163 
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pig iron is converted into steel. The second stage, there* 
fore, is the production of steel ingots. 

Most of the steel produced in the world is made in 
open-hearth furnaces The chief alternative process is to 
use Bessemer converters France, Belgium, and Luxem- 
bourg produce mainly Bessemer steel, and a considerable 
proportion of the German output also is Bessemer. The 
process is shorter and requires less fuel than the open- 
hearth process but the latter yields a more reliable steel. 
Further, the open-hearth process, unlike the other, permits 
the use of a high proportion of scrap. In Great Britain, 
well over 90 per cent of the steel is produced by the open- 
hearth process and more scrap than pig iron is used. 

The ingots are allowed to solidify sufficiently to be 
handled and then, after re-heating, they are rolled in the 
cogging mill. This is the third stage. Its products are 
blooms, billets, and slabs — semi-finished steel products, 
often called “semis.” Some ingots, however, are turned 
directly into sheet or tinplate bars. 

In the last stage, the semis are rolled and re-rolled into 
all the various shapes and sizes required. Special plants 
produce plates, tubes, wire, and many other products. 
Some ingots of high quality steel, however, do not go 
through the rolling mills but are transformed into tires, 
wheels, axles, or armament steel in a forging press. 

Steel products may end up as parts of buildings, motor- 
cars, bridges, machines, and so forth. A modern city has 
been described as a body with a skeleton of iron and steel. 
The Final Report of the Census of Production^ shows the 
consumption of iron and steel in Great Britain in 1935. 
About half was used in engineering and constructional 
work; nearly a third was taken by the railways, shipbuild- 
1 Volume n, pp. 36-37. 
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ing, and the motor industry; and the rest went to produce 
wire, cars, loops, containers, and so forth. 

The fact that iron and steel may pass through so many 
stages before being embodied in their final form makes it 
particularly difficult to define the iron and steel industry. 
Moreover, most of the big steel firms produce engineering 
products: a few are engaged in shipbuilding; the disposal 
of by-products links them with the chemical industry; 
and a number control coal mines, iron mines, and coke 
ovens. 

The Import Duties Advisory Committee presented their 
Report on the Present Position and Future Development 
of the Iron and Steel Industry in 1937. They give the 
number of workers engaged in July 1936 as 268,540.^ 
They say that complete information as to the capital in- 
volved in the industry is not available, but point out that 
“the published accounts of thirty-seven concerns, esti- 
mated to be responsible in 1936 for some 86 per cent of 
the country’s output of steel in that year, show a total 
capitalization — ^after very heavy writings off in the pre- 
ceding decade — of approximately £126.7 million, of which 
24 per cent was represented by debentures, 25 per cent by 
preference shares and 51 per cent by ordinary shares.” 
Clearly the amount of capital per worker is large. This 
capital is largely in the form of specialized and durable 
plant and equipment. 

Finally we turn to the import and export situation as it 
was before the tariff. The imports were mainly semis, bars, 
and the simpler types of structural steel, all coming mainly 
from the Continent. In 1929, 2,822,000 tons were imported 

2 Made up as follows pig iron 16,070, steel smelting and rolling 
169,960, tinplates 27,410, tubes 31,390, wire, wire netting and wire rope 
23,710 These are numbers of insured persons aged 16 to 64 attached to the 
industry. Around 15 per cent of the total were unemployed. 
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of which 1,652,000 were consigned from Belgium, 459,000 
from Germany, 308,000 from France, and 68,000 from 
Luxembourg The consignments from Belgium included 
a considerable proportion produced in the other three 
countries. The exports, on the other hand, were mainly 
more-finished products and went all over the world: about 
half to British Dominions and Colonies and half to for- 
eign countries In 1929, 4,380,000 tons were exported to 
the value of £68 million. The value of the 2,822,000 tons 
imported was only £24.7 million. Great Britain imported 
mainly cheap steel and worked it up into more-finished 
products for home consumption or for export. The indus- 
try can very roughly be divided into (a) the “heavy” 
producers of pig iron, semis, and the simpler rolled prod- 
ucts and (b) the re-rollers and finishers, producing more 
specialized and valuable products. The line of division 
is by no means clear: many firms produce both. But it was 
mainly the former who wanted a tariff and the latter who 
did not The former were predominant in the industry 
before 1932 and since then have become still more so. 

In 1929 the total output of steel in Great Britain was 
9,636,000 tons. Some 40 per cent of this was exported in 
the form of steel products. In particular, most of the tin- 
plates, galvanized sheets, and tubes, and about half the 
rails were exported. In addition, a good deal of steel was 
exported in the form of machinery, motor vehicles, and 
ships It has been authoritatively stated that “in normal 
times the industry as a whole ultimately depends for more 
than 70 per cent of its production on the export trade in 
all forms of iron and steel products.”^ 

3 Cmd 4181 of 1^32 First Report of the National Committee for the Iron 
and Steel Industry (made to the I D A C ) Dunng recent years it has been 
^well below 70 per cent, perhaps about 40 per cent or less. 
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2. The Problem of Location 

The materials and products of the industry are so 
heavy in relation to their \alue that transport costs form 
a considerable part of total costs. Hence it is of great im- 
portance that works should be properly located We shall 
discuss mainly the location of blast furnaces. Steel works 
and rolling mills tend, for reasons explained in the next 
section, to be near the blast furnaces. But it should be 
noted that nearness to scrap markets (for example, the 
Glasgow district) hardly explains the location of some 
open-hearth steel furnaces. 

Coking coal and iron ore are the important materials 
for a blast furnace. If they are found close together, it 
pays to erect the blast furnace there and not near the 
market. For coal loses all its weight in the process of pro- 
ducing pig iron and the iron ore sheds its non-ferrous 
content. The consequent saving in transport costs ma') 
be illustrated as follows. Suppose the iron ore contains 
50 per cent iron and that i]/^ tons of coal (in the form 
of coke) are required to smelt a ton of pig iron. If the 
blast furnace is near the market, 114 tons of coal and 
2 tons of ore must be transported to produce a ton of 
pig iron; if it is “on” the coal and iron only one ton (of 
pig iron) need be transported. 

But what if the coal deposits are a considerable distance 
from the iron ore? Transport costs will be saved by pro- 
ducing either on the coal or on the ore. Which of the two 
depends on the relative amounts of coal and of ore needed 
to produce a ton of pig iron If more than two tons of 
coal are required and there is 50 per cent or more iron 
in the ore, the transport costs of these materials are 
minimized if the blast furnaces are on the coal. Until 
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recent years, this was the situation in a number of British 
districts and, indeed, in most of the steehproducing areas 
of the world. The iron and steel industry tended to be 
‘‘based” on coal. A factor which reinforced this tendency 
was that important markets — including heavy engineering 
works — ^were near the coal rather than near the iron ore. 
In Great Britain, moreover, some of the chief coal de- 
posits are fairly near the coast. Hence iron and steel 
works near such deposits were also favorably placed for 
the export trade. 

Several influences, however, have combined to make it 
advantageous to set up blast furnaces in certain districts 
on the ore deposits instead of elsewhere near coal. For 
many years the progress of technique has enabled a steady 
reduction to be made in the amount of coal required to 
smelt a ton of pig iron At present, this amount — ^although 
it varies between countries and is less for high-grade ore — 
is in the neighborhood of 11/2 tons (in the form of coke). 
Further, technical progress has made it profitable to ex- 
ploit low-grade ores which previously were not worth 
using Finally, a number of deposits of high-grade ore 
have given out or have become more difficult to work 

A numerical example will illustrate how transport costs 
are saved by basing blast furnaces on low-grade ore. Sup- 
pose that the ore contains 25 per cent iron. Then if the 
blast furnaces are on the coal, at least 4 tons of ore must 
be transported for every ton of pig iron produced. But if 
they are on the ore, only ii/^ tons of coal need be trans- 
ported, and if the coal is transformed into coke at the 
collieries, this figure is reduced to 1 1 or 1.2 tons — of coke. 

Let us now turn to the situation in Great Britain. The 
Scottish ore supplies are exhausted. The Scottish blast 
furnaces now rely almost entirely on ore from abroad. 
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Similarly, most of the South Wales ore is exhausted. In 
1937 the blast furnaces of this district consumed 1,706,000 
tons of ore, of which 1,055,000 came from abroad and 
604,000 from the Midlands. The rich hematite ore of the 
North West Coast (from which is produced high quality 
acid steel) is giving out. Less than 900,000 tons were pro- 
duced in 1937, as against 1,300,000 tons in 1929, and o^er 
two-fifths of the ore consumed in the district now comes 
from abroad. The important Cle\ eland ironstone of South 
Yorkshire, all used in the blast furnaces of the Xortli East 
Coast, is becoming more expensive to win. Output has 
fallen from 2,685,000 tons in 1929 to 1,920,000 tons m 
1937, and in the latter year the North East Coast consumed 
also 2,688,000 tons of ore from abroad and 571.000 tons 
from other parts of England, mainly from the Midlands. 

There are, however, \ast deposits, estimated at not less 
than 3,000 million tons, of low-grade ore in the Midlands. 
The iron content varies from about 22 to 30 per cent. 
About half the total reserves are in Northamptonshire. 
In 1937 North Lincolnshire (which for our purpose we 
may include in the Midlands) produced some 3.3 million 
tons and South Lincolnshire, Leicestershire, Northampton- 
shire, and Oxfordshire some 7.4 million tons. 

In the light of these facts, we should expect to find that 
an increasing proportion of the total British output of 
pig iron is being produced in the Midlands, near the ore. 
This is so. The proportion has risen from about 16 per 
cent in 1913 to about 27 per cent in 1929 and about 35 
per cent in 1937 

Sea transport is much cheaper than land transport. 
Hence we should expect works which rely largely on im- 
ported ore and have a considerable export trade to be on 
the seaboard or on tide water or a ship canal. This has 
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indeed long been true of the chief works on the North 
East and North West Coast and of the Lancashire-Cheshire* 
North Wales district- In 1929 and 193a most of the heavy 
sections of the South Wales industry moved away from 
the Merthyr district, where the ore deposits had become 
exhausted, to the coast near Swansea, Cardiff, and Port 
Talbot. But the big Scottish works remain some distance 
inland, although the banks of the Clyde would seem a 
more suitable location. 

We have mentioned all the chief iron and steel producing 
districts with the exception of the Black Country and the 
Sheffield district, famous for its high-quality steel. The 
former contains many relatively small specialist firms sup- 
plying the engineering, armaments, motor, and other in- 
dustries which are located there. The Sheffield district 
produces a wide range of products, from cutlery to heavy 
forgings, and is the chief center for special steels. Both 
districts lack ore deposits and produce only a small part 
of the British output of pig iron, 

3 Integration 

For a number of years there has been a growing tend- 
ency in all steel-producing countries towards large ‘‘inte- 
grated’’ or “composite” works, with blast furnaces, steel 
works, rolling mills, and perhaps coke ovens all on the 
same site and close to coal mines or iron ore mines. On the 
Continent, most of the iron and steel is produced in 
works of this type, each representing a large investment 
of capital and numbering its workers in thousands. The 
Continent has often been held up as a model, in this re- 
spect, which the British industry should follow. Integration 
has certainly come later in Great Britain, and still is less 
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marked than on the Continent, but its extent has increased 
considerably during recent years. 

There are two main advantages of integration. The first 
is that it economizes fuel. The metal can be passed through 
its various stages without being allowed to become cold. 
If, for example, the blast furnace is in one district and the 
steel works in another, the iron from the blast furnace 
must be allowed to solidify into cold “pigs'* : these must be 
transported to the steel works and there re-heated. Simi- 
larly with the ‘'semis'* — blooms, billets, slabs, and bars — 
which are subsequently re-rolled. The second advantage is 
that the coke-oven gas and the blast-fuinace gas can be 
fully utilized. The former is of high calorific value and 
can be used for heating open-hearth furnaces. The latter 
can be used for heating coke ovens, raising steam, heating 
the stoves for the blast, and can be turned into electricity 
to work the pumps in the mines or the ore-drying plant 
or the rolling mills and blowers. No coal need be used 
except in the coke-ovens. 

It is the blast furnaces which consume most of the ma- 
terials: the iron ore and most or all of the coal, nearly 
always in form of coke. Hence the location of the whole 
works tends to be determined by the most suitable site 
for the blast furnaces. 

While an increase in the proportion of integrated works 
is often a sign of progress, this is not always so. Critics 
who measure the efficiency of a country's iron and steel 
industry by the proportion of total output produced in 
integrated works are taking an oversimplified and pos- 
sibly a misleading view of a very complex question. There 
are all sorts of reasons why certain %\orks engaged in 
only one or two stages of production may be profitable 
and efficient For example, a wmrks on the coast may be 
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able to get coal and pig iron or semis cheaply by sea and 
to work them up into more-finished products, such as 
sheets or tinplates or wire, using relatively cheap local 
labor. Open-hearth furnaces may be run largely on scrap 
from neighboring engineering or ship-building works. 
Coke ovens may be better situated at the collieries rather 
than at the steel works if there is a demand for their by- 
products in the former place rather than in the latter and 
if transport costs on coal are high. In general, a large 
integrated works is not very flexible in meeting changes 
in demand. The more technically efficient the works is, 
the more likely is it to be planned as a single unit, so that 
when demand falls off sharply during a trade depression 
a great deal of idle capacity may have to be maintained. 
An isolated re-rolling works, for example, may not fare 
badly for — unlike an integrated works — it is not tied to its 
blast furnaces, coke ovens, and so forth, but can buy its 
materials in the cheapest market. Nevertheless there are, 
as we have seen, considerable technical advantages in in- 
tegration, and it is probably true that the British iron 
and steel industry was not sufficiently well organized in 
this respect until quite recently. Whether considerably 
more integration is still desirable is much more doubtful. 
It is relevant to note that in Great Britain coal deposits 
are far more widely diffused than in the United States or 
Germany, while engineering, shipbuilding and other cen- 
ters attract steel works by providing cheap scrap. 

4 Other Technical Factors 

What are the chief other factors, in addition to suitable 
location and an adequate amount of integration, which 
make for technical efficiency? One is the best application 
of up-to-date knowledge in the preparation of raw ma- 
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terials. “the proper grading of coke, the blending, dry- 
ing, and sintering of iron ore, and the like The British 
industry is, perhaps, not open to serious criticism on this 
score. Others are the sizes and t\pes of \arious units of 
plant and the extent of mechanization. 

From a purely technical standpoint, the best size for 
blast furnaces, open-hearth furnaces, coke o\ens, and in- 
deed most kinds of plant and equipment is larger than 
the average size existing in Great Biitain. 

Consider, for example, a blast furnace. “A large blast 
furnace will use less coke, for less heat is lost by radia- 
tion; it will cost less to build, for the capacity t\ill vary 
with the square of the diameter while the construction 
cost varies with the diameter, and the b} -products and 
process gases will be more easily utilized or disposed of 
commercially It is true that blowing costs tend to in- 
crease as the size of the furnace grows. Moreover, the 
available fuel may not stand the weight of a very heavy 
charge. This was particularly marked with Scottish splint 
coal, so that the blast furnaces in Scotland were unusually 
small. But the very large modern blast furnaces erected 
during recent years in America and the Continent, with an 
average weekly output of three or four thousand tons, or 
even more, are certainly more efficient than most of the 
British. The average weekly output per furnace in Great 
Britain is not much over one thousand tons. Much the 
same applies to other units of equipment. 

Technical efficiency, however, should not be the only 

^ “Ingot,” The Soaahsation of Iron and Steel, p 17 We are considerably 
indebted to this admirable ^ork. But while the present volume \vas going 
through the press the authoritative work on the British iron and steel in- 
dustry has appeared, D. L Burn, The Economic History of Steel Making, 
1867-1939, Cambridge University Press. 

^Ibid, p 19 
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consideration. There is also the question of demand. It 
is obviously futile to have a very large ‘‘capacity'' capable 
of producing on a large scale at a low cost if much of it 
must remain idle for lack of markets. Moreover, even if a 
few large furnaces, producing more cheaply, could take 
the place of a large number of smaller furnaces, it does 
not follow that the latter should be scrapped. They are 
already in existence, and it may be cheaper to continue 
working them than to write them off and build new ones. 

Before the world war, most British coke ovens were of 
the “Beehive" type, producing a high quality coke but 
no by-products. The modern type of coke oven is con- 
siderably larger and yields ammonia, benzol, and tar, and 
also coke-oven gas In general, the latter type is better and 
is now predominant. 

The growth of mechanization, which has affected nearly 
all industries during recent decades, has been particularly 
marked, in most producing countries, in the iron and steel 
industry. The use of modern labor-saving devices has 
made possible a large increase in output per worker. Of 
course, it involves a larger investment of capital and, par- 
ticularly if interest rates are high, it can be carried too 
far. It is certain, for example, that “rationalization" and 
mechanization were carried too far in Germany Between 
1926 and 1933 the Steel Trust reduced its iron and steel 
plants from 145 to 66, its blast-furnace systems from 23 to 
9, and its rolling mills from 17 to 10. There was an 
increase of 33 per cent or more in output per worker. Yet 
the shares of the Trust fell to less than a third of their 
1926 value, and most of the big steel firms made losses 
over a number of years. In Great Britain, on the other 
hand, interest rates have been relatively low and it seems 
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probable that although there has been a good deal of 
mechanization there has not been enough. 

An outstanding illustration of this is that there was no 
continuous strip mill in Great Britain until 193S, when 
the Richard Thomas mill at Ebbw \'ale came into opera- 
tion. This American process, producing tinplates and sheets 
(mainly for motorcars) requires a high initial capital outlay 
and does not pay with a capacity of less than 250 thousand 
tons a year. The I.D.A.C. says. “There are at present 25 
sheet works employing some 18,000 opeiatives, and some 
80 tinplate works employing over 22,000 operatives; their 
whole output of plates and sheets could be leplaced by a 
very few mills of the magnitude of that now in process of 
erection at Ebbw Vale, with a very large reduction in the 
numbers employed.”* Nevertheless, although the process 
displaces a number of skilled workers, there is little doubt 
that it is a more efficient and cheaper method of produc- 
tion. Plants employing the process ha\ e been installed for 
some years in most big steel-producing countries. 

5. Fluctuations in Demand 

The demand for iron and steel fluctuates a great deal 
over time. There may be large variations, due to changes 
in public policy', in the amount of building, or tlie pro- 
duction of armaments. Such variations may suffice, if they 
are large enough, to promote recovery from a general trade 
depression or to hasten a general slump. In any e\ent, 
general booms and depressions do take place, with or 
without go\ernment intervention, and as most iron and 
steel products are “investment goods,” the demand for 
them is unusually high during a boom and unusually low 
during a slump The iion and steel, in short, is \ery much 

« Report, p, 39. 
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a “trade cycle’' industry. When a big fall in demand takes 
place — oxving, usually, to a general trade depression — the 
difficulties of the industry are aggravated by the fact that 
most of its plant and equipment is very durable. The in- 
dustry therefore finds itself with a great deal of “excess 
capacity” which it cannot easily get rid of. Under free 
competition, therefore, the prices of iron and steel prod- 
ucts tend to come down in a rush to very low levels. Firms 
continue to work their plant if it earns anything at all 
above current expenses Since the costs of closing down 
and subsequently re-opening, and meanwhile maintaining 
the works in a reasonable condition, are considerable, 
some firms may continue operations for a time even if their 
receipts do not cover their current working costs. The 
result is a scramble for orders and drastic cuts in prices, 
so that a number of firms are sooner or later compelled to 
close down while some of the others may not earn enough 
to make adequate provision for renewals and repairs, let 
alone sufficient to pay dividends. 

The effects of a large increase in demand tend to be 
aggravated by the fact that it takes a considerable time to 
construct and set up new plants on the most efficient 
modern scale. Thus the I.D.A.C writes: “A large fully 
integrated steel works may take as long as four years to 
complete. The extensions now taking place at Corby and 
those decided upon at the United Steel Companies’ works 
at Scunthorpe and at Messrs Colville’s works at Clyde- 
bridge are expected to need from i8 months to two and a 
half years for completion, though this will be earlier than 
would be possible for entirely new undertakings.’”^ More- 
over, investors naturally tend to be cautious about locking 
up large sums, perhaps running into millions of pounds, 
7 Report, Cmd. 5507 of 1937, p. 33. 
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in the form of specialized equipment which will last ior 
a long time. New imestment on an\ large scale tends to 
be made only when it seems clear that a fairh long period 
of prosperity is ahead, and the new plant comes into pro- 
duction perhaps two or three years after the decision has 
been taken. 

This means that, under free competition, we should ex- 
pect the prices of iron and steel products to soar during a 
period of heavy demand, before much new plant had been 
erected, and to come down with a rush when the demand 
fell sharply. 

This is exactly w’hat happened in Great Britain during 
and after the rvorld w^ar. For example, the price of pig 
iron per ton rose from 5is.6d. in June 191 ^ to 225s. in 
1920, only to fall to 100s. in 1921 and gis. m 1922. Simi- 
larly, the price of steel rails per ton rose from £6 in June 
1914 to £25.105 in 1920, only to fall to £9.10$. in 1921 
and £9 in 1922. 

Whether such a state of affairs is in the best economic 
interests of the community as a whole is a controversial 
question on which w^e shall not give an opinion. On the 
one hand, it can be argued that the depression weeds out 
the least efficient firms and methods, that it is desirable at 
any time to use existing capacity as fully as possible, that 
low prices for iron and steel during a depression stimulate 
investment and thereby promote reco\eiy% and that high 
prices during a boom are the most effective stimulus to new 
investment On the other hand, it can be argued that it 
would be wiser to smooth out large price variations by 
planned control and to prevent both enormous profits 
during a boom and sales below cost during a depression. 

However this may be, the latter course is certainly the 
better from the standpoint of the industry, and more or 
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less successful attempts have been made to achieve it in 
all the main producing countries. The method, of course, 
is to form cartels to control prices and, if possible, the out- 
put of each plant. Cartels stand a better chance of holding 
together m this industry than in most because the number 
of firms controlling the great bulk of the output, at any 
rate in the heavy sections, is usually small. 

But national cartels are almost useless if the home mar- 
ket is wide open to a flood of imports at cut prices And 
that was precisely the situation in Great Britain from 1930 
to 1932, before the tariff was imposed on iron and steel. 
Continental firms were exporting, mainly semis and the 
simpler types of basic Bessemer products, at very low prices. 
For example, sheet bars, which had been £4 lys.Gd. per 
ton in August 1929 had fallen to £2 19s. in August 1931 
and to £i.i9s.6d. in August 1932. The annual report of 
the French Comite des Forges for 1932 said that at the 
beginning of that year steel was being exported at 30 to 
40 per cent below cost of production. Dr. Reichert, the 
head of the German Iron and Steel Federation, said in 
1932: ‘Trice losses of £2 to £2. 10s per ton were the rule 
• . a mania prevailed for maintaining the exports espe- 
cially with the object of being able to claim as high quotas 
as possible in connection with future international syndi- 
cate negotiations.’'^ The British industry declared that 
high duties were essential to safeguard it from this kind 
of competition. 

6. The Tariff on Iron and Steel 

The heavy sections of the industry had been agitating 
for protection against cheap semis from the Continent for 
some years before the slump. But the Conservative Govern- 
® See First Report of National Committee, Cmd 4181 of 1932. 
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ment o£ 1924-29, remembering the defeat of Mr. Baldwin 
at the polls in 1923 on the issue of protection, dared not 
impose tariffs on such important materials, and the Labor 
Government which followed was free trade. Further, the 
finishing sections of the industry, the re-rollers, were op- 
posed to protection because it would raise their costs. 

Indeed, there were — and still are — weighty arguments 
against a tariff on iron and steel, in addition to the general 
free trade argument that it is against the interests of the 
ultimate consuming public. In the first place, the consum- 
ing industries which use iron and steel products as their 
raw materials — the engineering and constructional indus- 
tries, shipbuilding, the railways, the motor industry, and 
so forth — employed far more workers than the iron and 
steel industry. It was urged that profits and employment in 
these industries would suffer if their costs were raised by 
increased prices for iron and steel. In the second place, 
a large part of the British output of iron and steel was 
exported in one form or another — ^not only as rails, tubes, 
tinplates, and so on but also as machinery, motorcars, 
locomotives, as parts of bridges or plants erected (often by 
British firms) overseas, and in other forms, such as parts of 
ships Export industries were notoriously depressed; un- 
employment was at its greatest in exporting districts; there 
was general agreement that export industries should be 
assisted and not hampered. It might conceivably have been 
possible, despite the great administrative difficulties, to 
refund the duty paid on imported iron and steel subse- 
quently re-exported in a more finished form. But this 
would have left such a gateway open in the tariff wall 
around the iron and steel industry that the value of pro- 
tection to it would have been greatly reduced. Hence this 
course was not adopted. 
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An argument for protection which carried much weight 
was that an adequate iron and steel industry was vital on 
grounds of defense. If Great Britain came to rely too much 
on imported steel, permitting some existing works to close 
down because they could not make a profit, she would lack 
the capacity for producing sufficient armaments in case of 
war and would not be able to set it up with sufficient speed. 
In particular, the industry relied to a considerable extent 
on imported ore, pig iron, and semis. Protection was neces- 
sary in order to encourage the setting up of plants to 
utilize more fully the low-grade ore deposits of the Mid- 
lands and to produce more semis. 

The very low prices of imported steel during 1930-3^ 
caused great depression in the heavier sections of the 
British industry and even a number of the re-rollers were 
prepared to consider a tariff, provided that their products 
also were protected. When the industry was told that it 
should reorganize itself — ^whatever that meant — it replied 
that it would do so if it had a tariff and that otherwise it 
could not. 

In April 1932 the I.D.A.C. accepted these arguments 
and urged that protection would really benefit the consum- 
ing industries also. “We are satisfied that the maintenance 
of a prosperous iron and steel industry jn the highest 
degree of efficiency is essential to the economic progress 
of this country, while from the point of view of national 
security it must still be regarded as vital. 

“In arriving at this conclusion we had in mind not only 
the interests of the heavy iron and steel industry and of 
the nation generally but also the interests of the users of 
semi-finished iron and steel products who have been among 
the largest importers of foreign iron and steel. Although 
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the very low prices at which they ha\ e been able to obtain 
these products ha've enabled some manufacturers to make 
very large profits, there can be no doubt that should our 
nati\e iron and steel industry succumb to foreign com- 
petition these secondary industries would be giavely 
imperilled. In the long run therefoie these users of semi- 
finished products are as vitalK interested in the mainte- 
nance of a prosperous iron and steel industry in this coun- 
try as are the producers themselves.”® 

The general lo per cent duty imposed on March i, 
1932, was raised on April 26 to 33 per cent on pig 
iron, semis, girders, sheets, and similar products, and to 
20 per cent on the “whole range of finished iron and steel 
goods, from rails and tubes to cutlery and screws For 
perhaps the first time in British tariff history a higher 
duty had been put upon the raw material than on the 
finished product.”^® 

The duties were said to be temporary and w’ere imposed 
only for three months. Their object w^as to pro\ide time 
to enable the industry to evolve a reorganization scheme. 
The LD.A.C. said “the grant of protection would not suf- 
fice to place the industry in a position to play its proper 
part in the national economy unless it w^as accompanied 
by a considerable measure of reorganization.”^^ In fact, 
the duties were extended for a further three months The 
National Committee (representing predominantly the 
heavy sections) which had been set up to plan a scheme of 
reorganization, argued that nothing could really be done 
while the duty was “temporary,” and it was accordingly 
extended for a further two years. The reorganization 

9 Cmd 4066 and 4181 of 1932. 

'Ingot,” op at, p 95 
3-1 Cmd 4066 and 4181 of 1932. 
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scheme was completed, and the time limit on the duties 
was accordingly removed, in May 1934. 

The “reorganization’* was described as “a scheme for 
establishing the machinery whereby a reorganisation might 
be carried out rather than a scheme of reorganization 
itself/’^^ It contained no definite plans for technical re- 
organization. The old trade association became the British 
Iron and Steel Federation. Its objects include the promo- 
tion of trade associations, the coordination of their work, 
the organization of imports and the expansion of exports, 
but it has no power to compel associations or firms to join 
it, or to enforce its wishes on its members. It is, however, 
a body which can represent the industry as a whole in its 
dealings with the government and the public and with 
similar organizations in other countries, and which can 
use its influence to guide and mold the development of 
the industry as a whole 

We must now say a little about the Entente Interna- 
tionale de rAcier. This body consists of the steel producers 
of Germany, France, Belgium, and Luxembourg It was 
formed in 1926, and its main object was to limit output in 
each of the four countries (and the Saar) It broke down, 
in fact, in the spring of 1930 and the agreement formally 
lapsed a year later. This was the period when continental 
producers were scrambling for the British market and 
prices were so low for their exports 

The entente, or cartel, was reconstituted on different 
lines in April 1933. The object of the new arrangement 
was to prevent firms in the four Cartel countries from 
competing with one another, and thus driving down prices, 

By the National Committee for the Iron and Steel Industry, appointed 
June 1932, see Cmd 4589 of 1934 

See White Paper (63-9999) i 933 ' and Steel Reorganisation 

Scheme, and see Cmd. 4589 of 1934 for the B I.S F. constitution. 
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in common export markets. The quantities to be exported 
by each country, and by each firm within each country, 
were fixed; export prices for each product and each mar- 
ket were fixed; and, to prevent price cutting by secret 
rebates, all orders had to go in the first place to a comptoir, 
which then allotted them among the various firms. There 
was a comptoir for each of the following six products: 
semis, merchant bars, large flats, thick plates, medium 
sheets, and joists and girders. 

Despite the British tariff of $sV3 cent, imports of 
cartel products increased from 643,000 tons in 11)33 to 
912,000 tons in 1934, and the prices received were re- 
munerative. British producers of similar products, how- 
ever, again complained of “dumping” and wanted the tariff 
raised to 50 per cent. The gorernment refused, urging 
them to come to an arrangement with the cartel for the 
quantitative limitation of imports into Great Britain, The 
cartel asked for a quota of 900,000 tons, the British of- 
fered 500,000. No compromise could be reached until on 
March 26, 1935, the British government, in order “to facili- 
tate negotiation,” suddenly raised the duties to consider- 
ably higher levels — for example, to £2 per ton on semis 
(blooms, billets, slabs, bars, and rods) not over £4 per ton 
in value. The cartel had to yield. When Great Britain was 
free trade, she had bought double, and more than double, 
the quantities to which the cartel was prepared to limit its 
exports. When it was asked to restrict them further still, to 
a mere 500,000 tons, it had refused. But e\en that was bet- 
ter than these penal duties. On April 30, a temporary 
agreement was made to limit imports to 643,000 tons and 
the extra duties were accordingly removed. On July 31, a 
more permanent agreement was signed which came into 
force on August 8, 1935. Imports of cartel products were 
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to be limited to 670,000 tons for the first year and to 525,- 
000 tons a }ear thereafter In return, the duties were re- 
duced to 20 per cent. This is one of the clearest cases on 
record of the successful use of the tariff as a bargaining 
weapon. 

The next step was to develop administrative machinery 
for restricting imports of cartel products to the agreed 
levels. One possible danger was that imports into Great 
Britain from non-cartel countries would increase and bring 
down prices in the British market. This was guarded 
against, and at the same time the most-favored-nation prin- 
ciple was preserved, by permitting each non-cartel coun- 
try to send the full amount which it sent in 1934 at the 20 
per cent rate of duty. Any amount in excess of that would 
pay duty at the high rates imposed, for bargaining pur- 
poses, in March 1935- As the total amount of the six “cartel 
products” imported into Great Britain from non-cartel 
countries in 1934 was less than 10,000 tons, this concession 
would have no perceptible effect on prices. The other 
danger was that non-cartel firms in the four cartel countries 
would increase their sales to Great Britain. 525,000 tons 
in all were to come in at 20 per cent; any excess was to be 
subject to the high duties. The cartel firms naturally 
wanted all, or at least the greater part, of this “tariff quota” 
for themselves. 

The solution was a system of licensing, legalized by 
Clause 6 of the Finance Act of 1936. Quota certificates 
were to be issued, up to the permitted amounts, by the 
governments of the exporting countries. “These Govern- 
ments,” wrote the President of the Board of Trade,^'^ “may 
find it convenient to use the Cartel organization as their 
agents in this matter but they have agreed to accept re- 
Cmd. 5201 of 1956. 
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sponsibility for any division of certificates that may be 
necessary between Cartel and non-Cartel members in their 
own countries.” 

Arrangements were made whereby the British Iron and 
Steel Federation was to purchase all the imports coming 
into Great Britain from the cartel and then in effect to 
hand them back to the cartel for distribution, by the 
cartel’s own selling agencies in consultation with the 
Federation. The latter was to arrange that consumers who 
were not members of an association affiliated to the Federa- 
tion would receive a fair share of imported steel at the 
same price as members. The Federation formed the Brit- 
ish Iron and Steel Corporation to handle this business. The 
average charge made to cover its services worked out at gd. 
per ton 

The general increase in the demand for steel, due largely 
to rearmament in a number of countries, led to a short- 
age of semi-finished products in Great Britain: the cartel 
countries sent less than their quota To encourage imports, 
on March 3, 1937, pig iron was exempted from duty and 
the duty on licensed imports was reduced to 10 per cent; 
on July 7, 1937, it was further reduced to a mere 2i/^ per 
cent, and the duty on non-licensed imports was reduced to 
12^ per cent. Imports from the United States shot up 
from 18,000 tons in 1936 to 315,000 (mainly pig iron) in 
1937. The existing British capacity for producing pig iron 
and semis was unable to cope with the large and sudden 
increases of demand in 1937, mainly to the British 
rearmament program. 

7. British Exports of Iron and Steel 

British exports of iron and steel products amounted to 
over 4 million tons in each of the years 1927, 1928, and 
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1929. In 1930 they amounted to rather more than 3 miliion 
tons, in each o£ the three following years they were some- 
what below 2 million tons; during 1934-36 they were 
somewhat higher, and in 1937 considerably higher, 
amounting to 2.6 million tons. 

It would be wrong to blame the tarijff on pig iron, semis, 
and similar materials for the marked fall in British exports 
of iron and steel products, although these are mainly of 
the more-finished type, such as tinplates, tubes, galvanized 
sheets, other plates and sheets, and rails. The tariflE doubt- 
less raised British costs of production, although not to the 
full extent of the duties (for part of the burden was borne 
by the Continental suppliers, who accepted lower prices 
than they would have demanded under free trade in order 
to have less “idle capacity” and to retain some hold on 
the British market). But Great Britain's share in the world 
exports of her principal iron and steel products was safe- 
guarded by various international agreements. Broadly 
speaking, the prices fixed gave her an adequate margin of 
profit, despite any rise in her costs of production; and her 
markets were reserved. 

The reduced level of British exports during 1930-35 was 
due mainly to the world depression. This greatly curtailed 
the demand for iron and steel. The world production of 
steel in 1929 had reached the record figure of n8 million 
tons It fell to 50 million tons in 1932, thence rising to 
98 million tons in 1935. In 1936, however, it was 122 mil- 
lion tons and in 1937 it was 133 million tons. It remains 
to be explained why British exports of iron and steel in 
these years were still far below their 1929 level 

The main reason is that a number of countries had be- 
come more self-supporting in iron and steel The outstand- 
ing example is Russia, who increased her output from less 
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than 5 million tons in 1929 to more than 17 million tons 
in 1937. This, however, is not very relevant to our present 
question, for Russia took less than 15,000 tons from Great 
Britain in 1929 Japan is a better example for our purpose. 
She increased her output of steel from 2.3 million tons in 
1929 to 5.7 million tons in 1937, and her imports from 
Great Britain were only 42,000 tons in 1937 as compared 
with 158,000 tons in 1929. Again, India between 1929 and 
1937 increased her output from 580,000 to 900,000 tons 
and reduced her imports from Great Britain from 615,000 
to 227,000 tons, and during the same years Australia in- 
creased her output from 430,000 to 900,000 tons and re- 
duced her imports from Great Britain from 424,000 to 149,- 
000 tons. The total volume of world trade in iron and steel 
products (excluding pig iron) was only 9.5 million tons 
in 1936 as compared with 15 million tons in 1929 

In 1937, it is true, the volume of world trade in iron 
and steel products increased to 12 million tons, but much 
of this increase was accounted for by a rise in United States 
exports from 1 2 million tons to 2.7 million tons The 
great increase in the world demand in 1937 is illustrated 
by the fact that in that year the United States also ex- 
ported 787,000 tons of pig iron and ferro-alloys, and 
4,093,000 tons of scrap. The home demand for steel in 
Great Britain, as in Germany and France, was too great 
in 1937 to permit much capacity to be used for increased 
exports. It will be remembered that the British duty on 
pig iron was removed in March 1937 and that the tariff on 
licensed imports was cut down to a mere 2^ per cent in 
July. Hence the failure of British exports to expand after 

Statistiches Jahrbuch fur das Deutsche Retch International Sec- 
tion, p. 161. 
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that date was clearly not due to increased costs arising 
from the tariiBf. 

Nevertheless the tariff must bear some of the responsi- 
bility for the reduced level of British exports as compared 
with 1927-29, although its effect has been produced in a 
more roundabout way than by raising British costs of pro- 
duction. The fact that Great Britain had imposed a tariff, 
and that British producers were pressing for import quotas, 
made producers in the four cartel countries realize that the 
British market for their semis would be greatly diminished 
in the future. They adapted themselves as best they could 
to this new situation by turning more towards the manu- 
facture of more-finished products. This change was taking 
place before the world slump, but it was accelerated and 
carried further after Great Britain turned to protection. 
In 1929 Belgium had taken 166,000, France 130,000, and 
Germany 70,000 tons of iron and steel products from Great 
Britain; in 1937 the corresponding figures were 45,000, 
40,000, and 16,000 This in turn resulted, when revised 
arrangements were made under the agreement of 1935, in 
Great Britain's obtaining a somewhat smaller share of 
world exports than she had in 1929. 

The various international agreements for the export of 
different iron and steel products cannot be discussed here 
in any detail, but a few facts may be given briefly. Great 
Britain is a member, together with the United States, 
Germany, France, and Italy, of the International Tinplate 
Association, under which 65 per cent of total exports are 
allotted to her. She is a member of the International Rail- 
Makers Association (I.R.MA) together with the cartel 
countries and the United States. The British Empire, ex- 
cept the Mandated Territories, is reserved to Great Britain. 
The British quota for the “free” markets is 23.5 per cent. 
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The Continental producers formed a Tube Cartel in 
1936. Great Britain, Canada, and the United States made 
agreements with one another and came to an understand- 
ing with the Continental producers in 1929 The cartel 
broke down in 1935 It may be mentioned that this led 
to a temporary rise on August 3, 1935, in the British duty 
on tubes and pipes: from 20 per cent to £5 a ton. At the 
end of that year, a price agreement for exports was reached 
and in April 1938 a new quota agreement was made. This 
excludes the United States and is much looser than the 
old cartel. 

In January 1934 an International Ship Plate Cartel was 
formed between the Continental group and Great Britain. 
Home markets were reserved to national producers. Great 
Britain was allotted 25 per cent of total exports. This 
cartel, together with I.R.M A , was subsequently merged 
in the International Steel Cartel. 

The International Steel Cartel arose from the agree- 
ment between the Entente Internationale de VAcier and 
Great Britain in July 1935. We showed in the last section 
how the cartel countries were induced to cut down their 
exports of certain products to Great Britain to 525,000 
tons a year But we did not tell the whole story The British 
at first offered an import quota of only 270,000 tons. But 
the cartel countries were not helpless They were members, 
together with Great Britain, of export cartels. Both 
I R.M.A. and the Ship Plate Agreement had been pro- 
longed provisionally only to the end of April 1935 The 
Continental producers could and did threaten not to renew 
these agreements unless Great Britain was more reasonable. 
A period of unrestricted competition in common export 
markets would have been bad for Continental producers 
but probably still worse for British. As we have seen, an 
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agreement was reached upon imports of "‘carteF' products 
into Great Britain. The agreement also covered exports to 
common markets Sectional agreements had to be made — 
in so far as they were not already concluded — to regulate 
the export of the four cartel countries and Great Britain, 
together with any other countries who were already mem- 
bers of existing agreements or might become parties to new 
ones, of the following products: 

(1) I.R M A. materials, 

(2) Semis (ingots, blooms, billets, slabs, sheet bars, tinplate 

bars), 

(3) Joists, channels and broad-flanged beams; 

(4) Merchant bars and sections, 

(5) Thick plates (%g in. and up); 

(6) Medium plates (i/g in. and less than in.); 

(7) Large flats or umversals (6 m. and up), 

(8) Hoops and strips, 

(9) Tube strips; 

(10) Wire rods, Iweco and other wire products; 

(11) Tinplates, 

(12) Sheets less than in., black and galvanized. 

Negotiations about these sectional export agreements 
took some time. Item (12) proved the most troublesome 
but in the summer of 1936 a Thin Plate Syndicate was 
formed. Great Britain received a quota of 33.24 per cent 
for black plates (or sheets) and of 53 05 per cent for 
galvanized plates (or sheets) The formation of this syndi- 
cate completed the negotiations. 

All this means that most exporters of most iron and 
steel products throughout the world are parties to a 
number of cartels or agreements intended to prevent com- 
petition leading to price cutting in export markets. It may 
be that the fear of paying ^‘monopoly prices'' has been a 
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factor in inducing a number of consuming countries to 
expand their own iron and steel production, thereby keep- 
ing down the total volume of world trade in iron and steel 
products. But certainly British exporters of iron and steel 
have gained by these arrangements. Certain markets for 
certain products are reserved to them, and the prices ob- 
tained have been relatively high. The average value per 
ton of British exports of iron and steel products was nearly 
£19 in 1937 as compared with some £15 10s. in 1929, and 
this increase was due to higher prices rather than to an 
increased proportion of the more valuable products 

8. The Progress of the Industry Under Protection 

There can be no doubt that the industry was very de- 
pressed during 1931 and 1932. There was much idle ca- 
pacity. Most firms earned little or nothing on their ordi- 
nary capital and some were working at a loss. Equally there 
can be no doubt that since 1932 the position of the indus- 
try has progressively improved In 1935 the index of 
profits, shown in the table on page 192, was higher than 
it had been for eleven years, and since 1935 it has nearly 
doubled. 

To what extent was this revival of prosperity due to pro- 
tection? We discuss the consequences of the general policy 
of protection in our final chapter. Our present question 
concerns the effect of duties upon imported iron and steel 
on the fortunes of the industry. It is a question on which 
different opinions may be held, for it is impossible to be 

The index of profits is taken from an article entitled “Steel Shares m 
War-Time” in the Economist of November 4, 1939 The writer says that 
It IS “based on the Economist's annual computation of representative 
company earnings (after debenture interest) ” It relates to iron, steel, and 
coal companies but “its chief constituents are, m fact, the heavy steel pro- 
ducers of Great Britain ” 
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Years 

Imports 

Exports 

Production of 
steel, ingots, 
and castings 
(million tons) 

Index of 
profits 

(1914 = roo) 

Of iron and steel 
(million tons) 

1924 

2 4 

3 9 

8 2 

66 

1925 

2 7 

3 8 

7 4 

27 

1926 

3 8 

3 0 

3 6 

18 

1927 

4 4 

4 2 

9 I 

32 

1928 .. 

2 9 

4 3 

8 5 

35 

1929 

2 8 

4 4 

9 8 

51 

1930 

2 9 

3 2 

7 3 

42 

*931 • 

2 8 

2 0 

5 2 

22 

1932 . . 

I 6 

J 9 

5 3 

15 

1933 

I 0 

I 9 

7 0 

28 

2934 - 

I 4 

2 3 

' 8 9 

52 

2935 

I 2 

2 4 

9 9 

67 

1936 . 

I 5 

2 2 

II 8 

90 

1937 • 

2 0 

2 6 

13 0 

219 

1938 . 

I 3 

I 9 

10 4 

225 


sure of what would have happened had there been no 
duties or quotas 

The fundamental factor in the revival of prosperity has 
been the great increase in the British demand for iron and 
steel. As the table indicates, the consumption of steel in 
Great Britain increased rapidly over the period 1933 
1937. In 1938 it fell back somewhat (owing largely to the 
slowing-down in building and construction) but even so it 
was nearly twice as great as it had been at the bottom of 
the slump. During January-June 1939 steel output was 
6,406,000 tons, and after that it was considerably higher. 
(War broke out in September.) 

This great increase in demand, which led to a level of 
output during and after 1936 higher than any previously 
attained, was associated with the general revival of eco- 
nomic activity in Great Britain and in particular with the 
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large and progressive increase in building during 1933-37 
and with the rearmament program of the last two or three 
years. The latter resulted both in direct orders from the 
government and also in increases of plant and equipment 
by manufacturers expecting to increase their sales owing to 
the rearmament program. It can plausibly be argued that 
none of these sources of increased demand had anything to 
do with the tariflE on iron and steel. Indeed, it can be urged 
that the tariff, in so far as it raised prices, prevented the 
demand from increasing as much or as quickly as it would 
otherwise have done. It can also be pointed out that when 
the industry was really flourishing, during and after 1936, 
the tariff had already been in existence for some years, and 
the demand for steel was so great that the agreed quotas 
were increased and the duties practically abolished. 

But it would certainly be misleading to conclude that 
the prosperity of the industry owed nothing to the tariff. 
The heavy sections obtained immediate relief from the 
duties against the cheap pig iron and semis from the 
Continent, and they were further safeguarded by the quota 
arrangements, which in turn were made possible by the 
use of the tariff as a bargaining weapon. Under free trade, 
the British demand might have increased even more, but 
a larger proportion of it would have been met by imports. 
Further, it must be remembered that protection provided 
some guarantee of remunerative sales in the home market 
and thereby stimulated investment in the industry. Over 
£30 million have been invested in new plant and equip- 
ment since the tariff was imposed. Much of this would 
doubtless have taken place sooner or later under free 
trade, but it would probably have been later rather than 
sooner. The tariff gave a direct and immediate stimulus 
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to new investments such as the integrated works costing 
well over £3 million erected by Stewarts and Lloyds at 
Corby to produce basic Bessemer products. Hence in- 
creased capacity was available to meet the very large de- 
mand of the last txvo or three years — although, even so, 
it could not fully cope with the big increase in 1937. 
Under free trade, it is at least possible that a considerable 
part of this new capacity would simply not have been 
brought into being by 1937.^^ Finally, it seems probable 
that protection has enabled prices to be raised to more 
remunerative levels. We discuss this point towards the 
close of this section. 

It will be remembered that the industry made a tacit 
bargain with the public that in return for protection it 
would reorganize itself. The I D.A C explicitly insisted on 
reorganization and made the continuance of import duties 
conditional upon it. How much reorganization has in fact 
been achieved? 

We must distinguish between administrative reorganiza- 
tion and technical reorganization. The former has been 
achieved fairly fully and successfully, although the process 
took some time. We had better quote the I.D A C. “In 
1933 the industry decided to adapt and improve the exist- 
ing machinery, consisting of trade associations and the 
National Federation of Iron and Steel Manufacturers, by 
grouping the associations into a smaller number of effec- 
tive instruments for the control of production in the sev- 
eral main divisions of the industry, and by giving to a 
new central organisation power to support and co-ordinate 

the other hand, the tanff probably caused some rather hasty and 
ill-considered expansion to snatch quick profits The fact, for example, that 
Barrow made an arrangement with Colville's in 1938-39 not to produce any 
more heavy steel suggests that the installation of heavy steel capacity at 
Barrow had been a mistake. 
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the activities of the associations and to give effect to the 
will of the industry in matters of general policy extending 
beyond the sphere of any one association. Accordingly the 
British Iron and Steel Federation was set up in April, 
1935, with a constitution . . . giving it the necessary 
powers to carry out this policy. . . There were at 1st 

December, 1936, twenty-seven affiliated associations; . . . 
the most important of the branches not yet affiliated are 
Foundry Pig Iron and the Tube Industry.''^^ 

The I D.A.C. terms the federation ''a real instrument of 
progress"’ which “is making its authority and guiding in- 
fluence felt” in various ways. The federation does indeed 
have a good deal of influence. The affiliated associations 
have undertaken not to increase prices without first con- 
sulting the federation and the council of the federation re- 
solved in December 1936 “that all proposals in regard to 
the expansion of plant should be submitted to a Commit- 
tee of the Federation.” It has been proposed that a central 
fund, amounting to the first instance to £1 million, should 
be raised by a levy on the tonnage of steel ingots produced. 
This would be used for some or all of the following pur- 
poses: 

(i) to assist and expand export trade in steel products and the 
export trade of manufacturers using steel products as their raw 
materials, 

(11) to maintain a reasonable price-level, by making grants 
to meet the position of certain high-cost plants whose output is 
essential in busy periods but whose costs are too high by which 
to determine the price-level, 

(iii) to make provision for elimination of redundant or ineffi- 
cient plants, thereby bringing efficient producing capacity into 
relationship with market demand; 

(iv) to maintain on a “care and maintenance” basis in less 

Cmd 8507 of 1937, p. 16 et seq. 



196 GREAT BRITAIN UNDER PROTECTION 

busy periods plants which might well be necessary to meet the 
peak demands of busy periods; 

(v) to establish greater equality of delivery charges to the 
consumer, in connexion wdth schedule prices; 

(vi) to assist associations in the development of new uses for 
steel and market research; 

(vii) these and any other purpose which the Council may 
approve in conjunction with the associations concerned as 
being to the benefit of the industry and in the public in- 
terestd® 

We shall not criticize these purposes, for the scheme has 
not been adopted. As yet, the Federation has very little 
power to compel firms to comply with its wishes. The 
I.D.A.C. points out that independent firms may undermine 
an organization, particularly in times of depression, by 
reducing prices in order to work nearer to full capacity. It 
realizes that the industry as a whole will be more pros- 
perous if all firms belong to the relevant associations for 
regulating output and prices. But it will not go so far as 
to suggest compelling firms to join. Independent producers 
must still be allowed to exist, although the I D.A C. obvi- 
ously hopes that there will be few of them. It looks for- 
ward to the voluntary enrollment of nearly all firms in 
associations under the aegis of the Federation. This, in 
fact, has largely been achieved. 

On the technical side, there have been considerable im- 
provements, although some critics claim that Great Britain 
still lags behind her chief rivals. We have already men- 
tioned changes in location. A growing proportion of pig 
iron and steel is produced on or near the ore of the Mid- 
lands, and the heavy sections in South Wales have moved 
to the coast. Further changes, however, would seem desir- 
able, notably in Scotland. Moreover, the Richard Thomas 
Report, p. 19. 
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works at Ebbw Vale would be able to produce considerably 
more cheaply on the site originally chosen — at Redbourn 
in Lincolnshire, near the ore and near the sea The com- 
pany yielded to the protests of the workers and went in- 
stead to Ebbw Vale, where, although transport costs are 
higher, there were large numbers of unemployed. 

The industry has become more mechanized during re- 
cent years. This has led to a marked increase in output per 
worker. The number attached to steel furnaces, rolling 
mills, etc., in 1937 was about the same as in 1929 (some 
180,000) and the number attached to blast furnaces was 
appreciably less (17,000 as against 22,000), but the output 
of steel was over 30 per cent greater, and that of pig iron 
over 10 per cent greater, in 1937 Part of this increase was 
due to fuller employment, both of the workers and of the 
plant, but much of it was due to increased mechanization 
and efficiency. 

A growing proportion of the total output is produced in 
integrated works, and considerable progress has been made 
in fuel economy. The amount of coke used per ton of 
basic pig iron produced has fallen from 26 76 cwts in 
1930 to 22 73 cwts. in 1937, and the amount of coal used 
(apart from blast furnace consumption) per ton of steel 
has fallen from o 925 tons to 0.688 tons.^^ The average size 
of blast furnaces has increased. Output per furnace was 
47.9 thousand tons in 1929 and 68.5 thousand tons in 1937 
The average size of open-hearth furnaces has increased. 
The proportion of total capacity represented by furnaces 
large enough to produce more than 75 tons per heat has 
risen from a quarter to a half. The average size of coke 
ovens has increased, a larger proportion are modern by- 

^ From an article on 'Iron and Steel Re-orgamsation/' m the Economist 
of December 17, 1938. 
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product ovens, and the cost of producing metallurgical 
coke has fallen. 

A critic can still find plenty of room for improvement.^^ 
The blast furnaces in some districts, notably Scotland and 
the Black Country, are still far too small. In general, the 
size of blast furnaces and steel furnaces and coke ovens is 
considerably smaller than in the United States or Ger- 
many, and fuel consumption is greater. Out of a total 
coking capacity of over 22 million tons per annum, 4.3 mil- 
lion tons consist of “entirely obsolete waste heat ovens.”^^ 
The continuous strip-rolling process was introduced (by 
Richard Thomas) only after it had already been adopted 
for years by other countries. 

Such criticisms may or may not be well founded. To 
decide what the British iron and steel industry should be 
like — ^where a plant should be located, how large the fur- 
naces should be, what type of coke ovens should be used, 
and so forth — if one were starting with a clean sheet, and 
creating an entirely new industry, is one matter. From this 
standpoint, the criticisms are abundantly justified. But to 
decide how far it is wise to scrap or abandon plant and 
equipment in good technical condition, but not up-to-date 
or not situated in the most suitable place, is quite another 
matter. The history of the German Steel Trust surely serves 
as a warning that scrapping and modernization can be pro- 
ceeded with too rapidly and on too large a scale. As it hap- 
pens, it was just as well that the sweeping proposals put 
forward in 1933 for scrapping “obsolete” plant and equip- 
ment, in order to concentrate output in more modern and 
integrated works, were not carried out. For most of the 

21 These criticisms are set out more fully in the article mentioned above. 

22 Quoted from the same article 



IRON AND STEEL 


199 


plants which would have been scrapped were needed to 
meet the increased demand of recent years. 

Probably some of the criticism is justified. Nevertheless 
it cannot be denied that very considerable technical prog- 
ress has been made. The point we wish to emphasize is that 
this progress has not been due, to more than a very small 
extent, to any central planning or compulsion from above. 
It has taken place on the initiative of the firms themselves. 

In other words, the ‘‘re-organisation” which the LD.A C. 
accepted in fulfillment of the pledge given by the industry 
was mainly administrative: a reorganization, so to speak, 
on paper. The incentive of a tariff was used to induce the 
industry to make its trade associations (or, we might say, 
cartels) stronger and more comprehensive, and to set up a 
body (the Federation) to represent the industry as a whole. 
This means that the industry is now in a more monopolistic 
position, and therefore better able to cope with the prob- 
lems arising from fluctuations in demand, to which we 
drew attention in Section 5, and to negotiate with 
monopolistic organizations in other countries. But it is a 
monopoly based on the consent of the member firms. No 
firm is compelled by law to join; and the proposals for a 
Central Fund, mentioned above, have not yet been put 
into effect 

The chief possible danger of a monopolistic organization 
is that it may raise prices unduly, especially if it is pro- 
tected by restrictions on imports.^^ The I D.A.C observe: 
“In our view, and that of the Federation also, it is essen- 
tial that the regulation of prices thus exercised should be 

23 A minor danger is that it may discriminate among its members Thus 
m 1937 the Federation stabilized the home price of scrap and kept down 
the price of imported scrap, making a levy on ingot steel produced to cover 
the costs of this operation It was alleged that it thereby benefited districts, 
such as the Scottish district, using a high proportion of scrap. 
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supervised by some body outside the industry and re- 
sponsible only for seeing that the public interest is prop- 
erly and adequately considered In fact, there is no com- 
pulsory control over prices, but apparently most price 
changes have received the approval of the LD.A.C , and 
the various trade associations have regarded the prices 
fixed as standard prices not to be exceeded. The general 
principle has been, it is stated, to change prices only in 
accordance with changes in cost of production, although 
these are admittedly difficult to measure and vary between 
firms. 

Nevertheless there have been complaints from con- 
sumers, such as Lord Nuffield, that prices had been fixed 
too high. It is pointed out that the federation practically 
promised not to raise prices above the levels of 1934-35. 
For example, the I.D.A.C. reported^^ that on March 14, 
1935, “the Federation categorically renewed the assurance 
. . . that it is not their intention to raise prices as a result 
of increased protection.” Perhaps the best single measure 
of iron and steel prices is the Board of Trade index-num- 
bers. These are shown in the following tables, together 
with the Board of Trade index for wholesale prices in 
general. 


Year 

Iron and steel 

All commoc 

mo . 


100 

1931 

92 8 

87 8 

1932 

91 5 

85 6 

1933 • 

94 3 

85 7 

1934 

98 7 

88 I 

1935 

100 5 

89 0 

1936 

106 6 

94 4 

«937 

129 6 

108 7 

1938 

139 I 

lOI 4 

July 1939 . 

1293 

loi 7 


2^ Report, p 53 
25Cmd- 5201 of 1936 
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On November i, 1939, after the war had caused a great 
increase in the demand for iron and steel, prices were 
raised, but only by 10 per cent. 

The I D.A C. have stated the problem, as they conceive 
it, of reorganizing the industry. It is “to secure the sys- 
tematic planning of the industry as a whole and the main- 
tenance and development of internal co-ordination and 
co-operation, with the aid of a tariff so far as necessary 
and with the continuance of international agreements, 
whilst at the same time avoiding the evils of monopoly, 
safeguarding the public interest and fostering efficiency.”^® 
It will indeed be a remarkable feat if all these objects are 
achieved. 

26 Report, p 77. 
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AGRICULTURE 

1. Why Agriculture Was Depressed 

British agriculture was undoubtedly hard hit by the 
great depression. British farmers had to meet the competi- 
tion of imported foodstuffs selling at prices far below the 
levels ruling two or three years before: for some commodi- 
ties the fall in price was 50 per cent or more. 

A general trade depression usually forces down the 
prices of agricultural products more than those of manu- 
factured goods. For manufacturing employs mainly wage 
labor, very drastic cuts in wages are often difficult or 
impossible; and a fall in demand leads to unemployment 
and a reduction in output rather than to a heavy fall in 
prices. Agriculture, employing largely family labor, is in 
the opposite position. Farmers continue to work and to 
produce, for there are no alternative occupations to which 
they can easily turn; the volume of output remains much 
the same but prices, and therefore farmers’ incomes, fall 
heavily. 

Moreover, there were aggravating circumstances which 
forced down the prices of some agricultural products still 
further. Take wheat, as the leading example During the 
twenties the world wheat acreage was greatly increased^ 
and after 1926 stocks began to pile up. Action taken by 
government agencies — ^such as the Federal Farm Board in 
the United States — to prevent the price of wheat from 
sagging, resulted only in a stimulus to further increases in 
the acreage sown, and in the end the great accumulation 

1 See P. de Hevesy, World Wheat Planning , p» 706, 
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of stocks, which could no longer be held ofiE the market, 
brought prices down with a rush. 

Again, the very severe agrarian protection adopted by 
most countries of western Europe, to save their own 
farmers, increased and prolonged the fall in the world 
prices of most foodstuffs. Grain, meat, butter, and similar 
products were allowed to enter important markets such 
as France, Germany, and Italy, in only small quantities 
or not at all; overseas farmers had to sell for what they 
could get; and in consequence the prices at which such 
goods were sold to Great Britain fell to very low levels 
indeed. 

The facts we have just cited are, of course, relevant. 
They help to explain why the troubles of British farmers 
were so sharply aggravated after about 1929. But they do 
not go to the root of the matter. They do not show why 
British agriculture was depressed even before 1929 or why 
most countries of western Europe had to impose penal 
tariffs, or quotas, or outright prohibitions, to keep out 
overseas produce. The fundamental explanation is that 
the twenties saw a particularly rapid advance in technical 
progress in most branches of agriculture — an advance 
which favored overseas producers more than European 
producers and thus increased the comparative advantages 
of the former. 

Perhaps the most striking aspect of technical progress 
during the twenties was the more widespread use of agri- 
cultural machinery, including many new and improved 
types This considerably reduced the costs of production 
per unit of product. But full advantage could be taken 
of mechanization only on the vast prairies and plains of 
the New World, where land was plentiful and cheap and 
labor relatively scarce. In western Europe the nature of 
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the land or the large number of relatively small farms 
into which it was carved up imposed obstacles, so that the 
factory-farms of the new world increased their competitive 
advantage. 

Other kinds of technical progress tended, on balance, 
to have the same effect of reducing costs overseas more 
than in Europe. For example, a new and prolific type of 
sugar cane was discovered, which of course benefited 
tropical producers as against European growers of beet 
sugar, and improvements in dry-soil farming could be 
applied mainly in Canada. 

Yet even overseas farmers reaped little benefit from the 
technical progress of the twenties. The stagnation of 
American agriculture, when American industry was boom- 
ing, was merely a striking instance of a practically world- 
wide phenomenon. Particular groups — for example, Dan- 
ish pig-farmers — ^were fairly prosperous, and of course the 
most efficient farmers made money, but broadly speaking 
agriculture throughout the world was less profitable than 
most branches of production. 

Overseas farmers blamed partly the tariffs and subsidies 
by which a number of European countries tried to help 
their own agriculture, although in fact these did not be- 
come very severe until after 1929. European farmers partly 
blamed the fiercer competition from overseas But the true 
explanation lies in the consumption habits, and the recent 
tendency towards a stationary population, of the western 
world. 

Technical progress in, let us say, the production of 
shoes may lead to a fall in the price of shoes and a large 
increase in their consumption. Profits and employment 
in the shoe industry may increase, because the demand for 
shoes expands considerably in response to a fall in price. 
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This does not apply to wheat. An exceptionally large har- 
vest of wheat probably gives wheat-farmers as a whole less 
money than a poor harvest 

The same holds good when the incomes of consumers 
increase, prices remaining more or less the same, which is 
very much what happened during the later twenties A 
person whose income has increased spends more on goods 
and services which he previously regarded as luxuries or 
semi-luxuries. He is unlikely to spend much, if any, more 
upon the simpler foodstuflPs such as bread and potatoes. 

For a long time the tendency has been for the general 
standard of living in western countries to rise, and for the 
per capita consumption of wheat flour to fall. For example, 
in Great Britain it has fallen from 252 lbs. a year in 
1861-65 to 212 in 1936. Until recent times the fall in per 
capita consumption was considerably more than offset by 
the rapid growth of population, but this has now greatly 
slackened or actually ceased in a number of wheat-con- 
suming countries. 

Of course the demand for all foodstuffs does not resem- 
ble the demand for wheat. The demand for butter, for 
example, is fairly elastic — the per capita consumption of 
butter in Great Britain has increased by nearly 50 per cent 
over the last fifteen years; and much the same probably 
applies to most dairy produce, fruit, and fresh vegetables 
other than potatoes. But most of the cheaper foodstuffs 
are somewhat like wheat in this respect. When people be- 
come better off they increase their consumption of such 
foodstuffs relatively little. In the United States, where the 
standard of living has long been higher than in most 
countries, even the per capita consumption of meat has 
tended to diminish during recent years. 

Hence increased productivity in agriculture, or rather 
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in those branches producing the cheaper foodstuffs, coupled 
with an upward trend in the general standard of living, 
has meant that agriculture has been, to say the least, less 
flourishing than most branches of economic activity. 
Profits, and chances of remunerative employment, have 
been greater in expanding occupations, engaged in satis- 
fying growing demands, than in agriculture. Farmers have 
tended — of course with numerous exceptions — to make 
relatively small profits, or even losses, and to be unable 
to pay good wages. 

If this has been true of world agriculture in general, 
how much more has it applied to Great Britain! Ever 
since the early seventies of the last century the British 
farmer has been fighting a losing battle against the com- 
petition of imported foodstuffs coming from overseas 
where land is abundant and cheap. The opening up of 
new countries by rail and road, improvements which 
cheapened sea transport, the discovery and perfection of 
devices, such as refrigeration, for preserving foodstuffs, 
progress in the invention of agriculture machinery, have 
all increased the competitive advantage of the overseas 
farmers. The twenties, as we have seen, saw a quickening 
of this tempo, and the collapse of most agricultural prices 
during the great depression gave the British farmer a 
final terrific blow. He appealed to the government for 
aid in order that he might continue to exist. 

2. How Agriculture Was Assisted 

From a strictly economic standpoint there was not much 
to be said in favor of state assistance to agriculture — 
apart, possibly, from grants to tide farmers over a par- 
ticularly bad period. It is true that during the previous 
fifty years the numbers engaged in agriculture had fallen 
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by 300,000, although the total working population had 
increased by two-thirds. It is true that in 1931 the area 
under wheat was the lowest ever recorded, ii/^ million 
acres, 'and that hundreds of thousands of acres which had 
grown crops some years ago were in danger of being aban- 
doned to weeds. But what did this mean> It meant that 
British labor and capital in the export industries could 
obtain much more food, imported in exchange for their 
manufactures, than if they had been diverted towards pro- 
ducing food directly at home. Although minimum wages 
were fixed for agricultural workers these were still well 
below the wages paid in most occupations; most landlords 
received a very small percentage return from their prop- 
erty; and farming was a depressed occupation. If some 
branch of activity was going to be encouraged, then on 
purely economic grounds agriculture would have seemed 
about the last to choose. 

Various non-economic arguments were also put forward 
in favor of helping agriculture, but these too were rather 
weak. It was said that Great Britain would need to grow 
more food in time of war. But clearly Great Britain would 
also need many things, such as petroleum and cotton, 
which would have to come from overseas. The wisest 
course seemed to be to spend on the Navy, to keep com- 
munications open. It ^ would be necessary in time of war 
to economize labor, and it would still pay best to import 
most of the food from overseas. When the war came, it 
would be time enough to decide to what extent it was 
worth while to put more land under the plow. The war 
argument was really an argument for storing large quan- 
tities of such foodstuffs as wheat and sugar, and for main- 
taining British supremacy of the seas, rather than an ar- 
gument for immediately promoting agriculture. Some 
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people, usually those living in towns, declared that it was 
desirable to maintain a large population living on the soil. 
This was largely pure mysticism. Statistics lend little sup- 
port to the view that countryfolk are healthier than town- 
folk, and the chief desire of most farm laborers is to escape 
to the comforts and amusements of the towns. Anyway, the 
best way to get a larger population in the country would 
probably have been to encourage the setting-up of fac- 
tories in country districts — ^an object which the develop- 
ment of cheap electric power and road transport was al- 
ready assisting — ^rather than to subsidize farming. 

Nevertheless agriculture was assisted in a number of 
ways, which we shall describe very briefly. 

To begin with, since 1929 agricultural land had been 
completely exempt from local rates. In so far as the rates 
were used for such purposes as poor relief, this was rea- 
sonable, but in so far as they were spent in ways which 
directly benefited agricultural land — for example, in mak- 
ing local roads or providing for sewage disposal — it meant 
that farmers were getting something for nothing Only a 
relatively small part of the rates, however, are in fact spent 
in such ways. 

Another very valuable concession was that farmers were 
given the privilege, denied to persons following other 
occupations, of choosing each year on which of three bases 
they should be assessed for income tax.^ They could be 
assessed either on their previous years’ profits or on their 
present year’s profits, or on the rent which they paid to 
their landlord. This system of options had been in force 
for many years. 

Some of the schemes for helping growers of particular 

2 See R S Edwards, “Farmers and Income Tax** in Economica, May 
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products were discussed in Chapter III, and little more 
need be said about them The subsidy on beet sugar, it 
will be remembered, dates from 1924, whereas nearly all 
the other products which now receive assistance obtained 
it only after Great Britain adopted protection. The beet 
sugar scheme has proved very expensive — it has been cal- 
culated that it would be cheaper to pension oflE all the 
workers producing beet sugar at their present wages and 
to import cane sugar instead — ^but at least the subsidy is 
a charge on the Exchequer, so that the public can see how 
much they are paying. The same cannot be said of the 
wheat subsidy, which comes, as we have explained, from a 
“processing tax’’ which is outside the budget. The raising 
of the limit in 1937 to 36 million cwts. virtually meant a 
guaranteed minimum price for wheat, since this figure 
is most unlikely to be exceeded in peacetime. From the 
standpoint of consumers, this type of subsidy is better 
than a tariff. A tariff, which applied also to Dominion 
wheat, would raise the price of all wheat in Great Britain 
above the world price by the full amount of the tariff. 
As it is, consumers pay only about a quarter of what they 
would pay under a tariff which raised the price to los. per 
cwt , since only about a quarter of the wheat consumed is 
produced at home. The Agriculture Act of 1937 fixed 
guaranteed prices for barley and oats. For barley, an 
average yeld of 6 cwts. per acre was assumed with a stand- 
ard price of 8s. per cwt If the market price was lower, 
each barley grower would receive per acre six times the 
amount by which the market price fell short of 8s. per 
cwt. Similar provisions applied to oats. As the market 
prices ruling at the time were considerably above the 
standard prices, these provisions were intended to insure 
growers against a substantial fall in price rather than to 
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guarantee them, as the wheat scheme did, a profitable 
return 

Potato growers were assisted, in addition to the licencing 
of imports, by restrictions on home production. Every 
registered grower was given an acreage quota, which he 
could exceed only on payment of £5 for each extra acre 
to the Potato Marketing Board Similarly, any newcomer 
had to pay £5 per acre per year in order to become regis- 
tered and to be permitted to sell to the market. This was 
intended to stabilize the acreage The danger of a fall in 
the price owing to a particularly good crop was guarded 
against by the use of riddles. Potatoes of less than a certain 
diameter could not be sold for human consumption, and 
the Board prescribed each year the size of the diameter — 
of the holes in the riddle — ^making them larger when the 
crop was heavy. 

The home production of hops has similarly been re- 
stricted since 1931 by means of quotas. For some years the 
price has been stabilized at about £9 per cwt., which is 
considerably above the price ruling before the great de- 
pression. All sales must be made through the Board, which 
may destroy any surplus. The scheme virtually gives exist- 
ing growers a monopoly and keeps up prices, as is shown 
by the fact that quotas — giving their possessor the right 
to grow hops in future years — are bought and sold at about 
£i 2 per cwt. All that can be said in defense of the scheme 
is the classic excuse that it is only a little one: there are 
only some 18,000 acres under hops. 

The prices of fat cattle fell by some 15 per cent between 
1932 and 1934 In the latter year they were nearly 30 per 
cent below pre-slump levels and from September 1934 
subsidy payments were made on heifers, steers and cow- 
heifers (but not on cows or bulls). £1 1.4 million were paid 
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in subsidy between September i, 1934, and August 31, 
1937. The scheme was then revised; an amount not ex- 
ceeding £5 million is to be voted each year by Parliament 
for the subsidy and for the expenses of the Livestock Com- 
mission. This body fixes the rates of subsidy per cwt. It 
fixes them in such a way as to encourage the production 
of high quality fat cattle in Great Britain. Quality stand- 
ard animals receive a higher subsidy than ordinary stand- 
ard animals, and home-bred ones receive a higher subsidy 
than those imported for fattening. 

Milk and milk products form nearly one-third in value 
of the output of British agriculture. Milk producers have 
been helped since 1933 by the establishment of Milk 
Marketing Boards. We shall consider, but only in barest 
outline, the scheme for England and Wales. The other 
schemes are similar in their effects. 

Some two-thirds of British milk is sold to be consumed 
liquid; the rest is sold to “manufacturers” of butter, cheese, 
chocolate, and other products. For brevity, we shall speak 
of “liquid” milk and “manufacturing” milk. 

A statutory minimum price is fixed for “liquid” milk. 
Nobody may sell “liquid” milk below this price. The price 
has been fixed relatively high: during recent years it has 
been over i5d. per gallon wholesale. (Minimum retail 
prices are also fixed. They vary between districts, averag- 
ing some 26d. or 2 yd. per gallon.) 

The prices of butter, cheese, and other “manufactured” 
milk products are kept down by the low prices at which 
imports come in Hence English milk sold for “manufac- 
turing” purposes fetches only a low price — during recent 
years somewhere near 5d. a gallon wholesale. 

Clearly all the milk produced could not be sold “liquid” 
at the price fixed. The problem was to restrict the quan- 
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tity sold ‘liquid/’ in order to maintain the price, and yet 
to give all farmers the same return (after allowing for trans- 
port costs, and similar expenses) for their milk 

This was achieved through the Milk Marketing Board. 
All payments between farmers and distributors are made 
through the Board and the Board pays the farmer a “pool 
price.” This is what he actually receives, whatever the 
buyer has paid and whatever the use to which his milk is 
put. In effect, producers of milk which happens to be sold 
“liquid” subsidize producers of milk which happens to be 
sold for “manufacturing” purposes. This involves a pay- 
ment from eastern regions (where the bulk of the milk is 
sold “liquid”) to western regions (where much of the milk 
is sold for “manufacturing”). 

The scheme therefore rests on a foundation of discrim- 
inating monopoly enforced by the state. Exactly the same 
milk commands a much higher price if sold “liquid” than 
if sold for “manufacturing” purposes. Under free compe- 
tition, this could not continue; milk would be diverted 
towards the “liquid” market, bringing down prices there, 
until the net price in both markets was the same. The 
“manfacturing” price cannot be raised much owing to the 
competition of imported butter, cheese, and so forth, but 
fresh liquid milk enjoys a “natural protection” and im- 
ports are small unless its price is very high. Hence the re- 
ceipts of milk producers are increased by maintaining a 
high price for milk sold “liquid,” restricting the quantity 
thus sold to the amount which the market will take at that 
price, selling the rest to “manufacturers” for what it will 
fetch, and pooling the receipts among all producers.^ 

® This IS obviously a very brief summary. For a fuller account and indeed 
on the whole subject of this chapter, see British Agriculture (published 
^ lR.eport of an Enquiry Organised by Viscount Astor and B. See- 
bohm Rowntree. 
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The scheme helps milk producers at the expense of con- 
sumers of ‘liquid” milk. The government itself contrib- 
utes relatively little. When the market price of “manu- 
facturing” milk is below a certain minimum, it makes up 
the difference; and it subsidizes a scheme by which children 
attending elementary schools can get one-third of a pint 
per day, either free or at half-price. 

It may be doubted whether the scheme for pigs and 
bacon did much to help the producers What really helped 
them was the quantitative restriction of imports. About 
two-thirds of the English output is sold as pork, the rest 
is cured and sold as bacon and ham. The government 
arranged for pig farmers to make contracts, if they chose, 
to sell pigs to the curers at prices varying mainly with the 
cost of feeding-stuffs. In the first years of this system, the 
curers did not obtain enough pigs and had to buy more 
pigs in the open market at prices higher than those which 
they were paying under their contracts. This caused dis- 
content, farmers became reluctant to make contracts; and 
in 1937 the scheme broke down. The real trouble was 
that the pork market was uncontrolled, many pigs could be 
sold either for pork or for bacon, ^ and the price of pork 
was tending to rise under the stimulus of increased demand. 

In addition to the subsidies and schemes we have men- 
tioned, farmers were of course protected by tariffs and 
by the quantitative regulation of certain imports They 
complained, however, that this was of much less benefit 
to them than might be thought, for their chief com- 
petitors were the Dominions, whose products came m free. 

pig IS usually killed for pork when about five months old and for 
bacon when about eight or nine months old Hence it is quite possible for 
a farmer to decide to kill pigs now for pork instead of keeping them another 
three or four months to be sold as baconers Moreover, pigs of certain 
weights can be sold either as heavy porkers or as light baconers 
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Some farmers nevertheless were considerably helped by 
protection* notably pig producers and growers of certain 
vegetables and fruits.® 

3. Agriculture During Recent Years 

The various measures of assistance which we have briefly 
described soon succeeded in restoring a fair measure of 
prosperity and security to most branches of agriculture. 
The gross volume of output in 1937 was about one-sixth 
greater than in 1931, and the prices received by British 
farmers for nearly all products were considerably higher. 

It is true that the net volume of output probably in- 
creased relatively little over this period. The total quan- 
tity of feedmg-stuffs imported rose from 6.8 million tons to 
8.1 million tons.® On the other hand, the downward trend 
in the number of workers continued. In 1931 the total 
number of employed workers'^ was 829,000 (as compared 
with 925,000 in 1925); in 1939 it was only 708,000. Hence 
there must have been a considerable increase in net output 
per worker. 

It will be noted that protection did not succeed in main- 
taining, let alone in increasing, the number of agricultural 
workers There can be no doubt, however, that the number 
would have fallen still more had no assistance been given. 
In 1924 the wages of farm workers were brought under the 
control of county committees and local minimum wages 

® C S. Onvm in Britain in Reccroery, p 173, gives the Cornish broccoli 
growers as an illustration, stating that they “have a protection equivalent 
to some £25 an acre ” 

®See British Agriculture, pp 53-4 

’^Statistical Abstract for the United Kingdom (published 1938), page 
295 The figures cover workers employed on agricultural holdings of more 
than one acre in Great Britain in June They exclude occupiers, occu- 
piers* wives, and domestic servants, but include members of occupiers* 
families working on the holdings. 
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were fixed from time to time. These were low relatively to 
wages in most occupations, but they were higher than 
they had been in the past, and of course they had to be 
paid however low the prices of farm products might fall. 
Hence farmers have been doing all they can to economize 
labor. They have considerably increased the use made of 
agricultural machinery of all kinds. In particular, the num- 
ber of tractors has gone up from under 17,000 in 1925 to 
some 50,000 in 1939. Crops which require a good deal of 
labor, such as mangolds and turnips, are grown much less 
than twenty years ago, and greater use is made of fer- 
tilizers. But part of the increased volume of output per 
worker is due to greater efficiency, for example, to the 
more scientific feeding of stock, better breeding of both 
plants and animals, and greater control of diseases 

The main changes in the nature of the agricultural out- 
put over the last ten years have been a marked increase in 
the pig population (which rose from below 3 million in 
1930 to 4!/^ million in 1935) and an increase of some 50 
per cent (since 1931) in the acreage under wheat. The 
acreages under oats and under barley have both continued 
to decline. The number of fowls has increased by 50 per 
cent. There has been some increase in the number of 
dairy cattle, and some change in their geographical dis- 
tribution, the milk schemes having stimulated milk produc- 
tion in areas such as the West of England which formerly 
had to sell most of their milk at somewhere near the “manu- 
facturing” price. 

The policy of protecting and assisting agriculture has 
met with no really strong opposition This is perhaps 
partly because it was introduced when food prices were 
falling. The retail price of food remained well below the 
pre-slump level until August 1939. During the next four 
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months it rose by more than lo per cent, owing mainly to 
the war, but even so it did not quite reach the 1929 level. 

We cannot discuss the changes which must be made 
owing to the war. A good deal more land will be put 
under the plow, and the use of labor-saving machinery, 
especially tractors, will have to be considerably increased 
in order to do this and to economize labor-power. 

Some critics allege that the steps taken to aid agricul- 
ture have diverted it from its most natural and desirable 
lines of development. Crops such as sugar beet and wheat, 
in which British farmers are at a marked disadvantage 
compared with overseas producers, have been encouraged. 
The output of other products, in which they have an ad- 
vantage owing to their nearness to the market, has not been 
stimulated enough. By far the most important of such 
products is milk. 

Liquid milk, we may repeat, enjoys a high degree of 
'‘natural protection.” The per capita consumption of 
milk in Great Britain is well below that of most countries 
with a comparable standard of living Most of the unem- 
ployed consume little or no fresh milk, and in poor fami- 
lies the consumption per head is lower the greater the 
number of children. Experts on diet consider that the 
consumption of milk, especially by children, should be in- 
creased And the demand for milk would respond con- 
siderably to reductions in price and to suitable propa- 
ganda. Yet the whole point of milk schemes is that they 
keep up the price of liquid milk, thereby restricting its 
consumption, whilst protection, subsidies, and so on, en- 
courage farmers to produce other products rather than 
milk. 

It is claimed that the costs of producing milk could be 
considerably reduced by prolonging the life of the dairy 
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cow, and by making use of new discoveries in connection 
with the growing and drying of grasses Further, it is 
claimed that the most useful form of government subsidy 
would be one which enabled poor people and children to 
increase considerably their consumption of certain food- 
stuflEs, including milk. 

The present writer is not qualified to express an opinion 
on this subject. He does feel, however, that the price paid 
for a little more agriculture — mainly in the form of pigs 
and sugar beet and wheat — than we should have in the 
absence of any state assistance is a high one, and that if 
agriculture is to be helped it seems hardly fair that much 
of the burden should be borne by consumers of milk, 
bread, and meat. 



Chapter IX 


ECONOMIC RECOVERY 

1. The Main Features of the Recovery 

The recovery of Great Britain has been one of the most 
striking features of the economic world during recent 
years. Before the great depression, Great Britain was lag- 
ging behind her rivals. After the great depression, the 
position was almost reversed. Great Britain forged ahead 
while some other important countries seemed to be stuck 
in the economic quagmire. Thus the volume of industrial 
production was well below the pre-slump level almost 
throughout the thirties in both the United States and 
France. In the United States it was regained for a brief 
period in 1937 only to be followed by a sharp relapse In 
France there was nothing like a real recovery until the 
economic program of M. Paul Reynaud began to take 
eiffect early in 1939. 

The British recovery began in 1933 and proceeded, at 
first slowly and then with gathering momentum, until 
1937. Towards the close of 1937 there was some falling-off, 
largely reflecting the recession in the United States, but 
industry and trade revived under the stimulus of large 
government expenditure on armaments and in 1939 British 
economic indices stood higher than ever. If we compare 
1937 with 1929, the peak pre-slump year, we find that the 
volume of industrial output was over 20 per cent greater, 
the number of insured persons employed (excluding agri- 
cultural workers) had increased from 10.2 million to 11.5 
million, industrial profits were at least 10 per cent higher, 
and money wages, despite a 5 per cent fall in the cost of 
living, were some 7 per cent higher. 

218 
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All the existing indices of British industrial output are 
for one reason or another somewhat unsatisfactory/ but 
all agree in showing a considerable increase during the 
thirties For many years the trend has been for output 
per person engaged to become greater. Mr. Colin Clark 
estimates^ that whereas in 1911 some 8.6 million persons 
engaged in industry produced only 39.3 per cent of the 
national income, in 1934 some 7 9 million persons en- 
gaged in industry produced 49.3 per cent of the national 
income. This tendency was undoubtedly accelerated in 
the thirties, when output per person engaged in manu- 
facturing may have increased by as much as 25 per cent.^ 
In so far as this increase was due to the stimulus to effi- 
ciency provided by the slump it must be set down as one 
of the effects of the trade cycle which are not to be de- 
plored. For the most part, however, it tvas probably the 
result of technical progress and of increased investment 
which often took the form of greater mechanization. For 
many decades the state of technical knowledge has tended 
to improve and the volume of investment to increase. Can 
it be shown that the tariiff was responsible for a quickening 
of the tempo? 

It can perhaps be argued that the tariff may have 
stimulated inventions and improvements in manufactur- 
ing, owing to the expansion of the home market xvhich it 
made possible, but there is no evidence that this was quan- 
titatively of much importance.^ It can be urged, more 

^ For a good critical account of them see “Indices of Industrial Output” 
by Richard and Winifred Stone m the Economic Journal, September 1939. 

2 National Income and Outlay, p 238 

3 See Output, Employment, and Wages in the United Kingdom, 1924, 
ip^o, JP55, by G L Schwartz and E C Rhodes, London and Cambridge 
Economic Service Memorandum No 75, and Richard and Winifred Stone, 
op. at 

^The total number of patents applied for reached a peak of 39,898 in 
1929 and was somewhat lower during the following years. 
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plausibly, that the tariff did tempt money from idle bal- 
ances into investment in protected industries. We have 
seen that it stimulated investment in iron and steel, and 
the same is probably true of some other protected indus- 
tries. The results of the inquiry by the Import Duties 
Advisory Committee into employment in protected indus- 
tries may be summarized as follows* 

PERSONS EMPLOYED 



1930 

1933 

(thousands) 

1934 

Iron and steel 

494 

445 

498 

Engineering 

685 

541 

606 

Textiles. 

1,045 

1,009 

1,025 

Others 

1,038 

1 ,020 

i»o79 

All covered by the Inquiry 

3,262 

3^015 

3,208 

Industries not covered 

(Mainly motor and cycle) 

245 

— 

249 


As the total number of insured workers in employment 
(excluding agriculture) increased from 9,797,000 in 1930 
to 10,139,000 in 1934 the results of this Inquiry do not sup- 
port the claim that the tariff directly increased employ- 
ment, but it is probable that it encouraged investment 
which largely (as in iron and steel) took the form of labor- 
saving devices and thereby helped to increase output per 
worker. 

Nevertheless it can hardly be claimed that the tariff 
played a major part in the British recovery. For its effect 
on the export trades, accounting for perhaps a quarter of 
all manufacturing output, was adverse rather than favor- 
able, while the growth of employment took place, as we 
have seen, mainly in the non-protected occupations. It is 
beyond dispute that the chief symptom of recovery was 
the building boom. This is discussed in the following sec- 
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tion, but clearly its connection with protection was ex- 
tremely slight. After 1936, government expenditure on re- 
armament provided an important stimulus® This again 
had little to do with protection; indeed as we have seen, 
it led to the temporary removal of the duties on iron and 
steel. 

Between 1929 and 1939 striking changes took place in 
the numbers engaged (whether employed or unemployed) 
in various occupations. The number of agricultural work- 
ers decreased from 888,000 to 708,000. The numbers en- 
gaged in coal-mining fell from 1,075,000 to 839,000, and 
in the cotton industry from 555,000 to 378,000. The num- 
bers engaged in “manufacturing’’ as a whole increased by 

12.5 per cent to 6,705,000, as compared with an increase of 

16.6 per cent in the total number of insured persons.® 
Among the industries showing particularly great expan- 
sion were motors, cycles, and aircraft (245,000 to 459,000), 
electric cables, apparatus, lamps (94,000 to 185,000), and 
electrical engineering (84,000 to 123,000) Government 
service, public utilities, road transport, and most occupa- 
tions providing “services” showed increases well above the 
average. In particular, the numbers engaged in building 
and contracting expanded by 42 per cent to 1,405,000. 

The trend to the South continued. Over these ten years 
the number of insured workers in the London area in- 
creased by 27 5 per cent, in the South-East area by 35.9 
per cent, in the South-West area by 29.7 per cent, and in 

5 Defense expenditure increased from £157 million in 1935-36 and 
£186 million m 1936-57 to £262 million m 1937-38 and £383 million in 
1938-39 The 1939-40 estimates show an increase of over 50 per cent on the 
previous )<ear. 

®See "‘A decade of industrial change’" in the Economist, January 6, 
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the Midlands by 21.0 per cent Other administrative di- 
visions (and notably the North-West and Wales) showed 
increases well below the average. Early in 1939 the Royal 
Commission on the Location of Industry reported that 
some members were in favor of taking steps to control the 
establishment of new factories in and around London. 

Only the staple export industries, with the exception 
of those benefiting from rearmament, failed to share in 
the general recovery. Throughout the thirties (with the 
exception of 1937, when the corresponding figure was 
around 20 per cent) the volume of British exports was at 
least 25 to 30 per cent below the 1929 level.'^ The large 
decreases in the numbers engaged in coal-mining and in 
the cotton industry have been cited; there was also some 
decrease in the numbers engaged in shipbuilding and in 
the woolen and worsted industries. 

The continued depression in the export industries, and 
consequently in the exporting districts, was mainly re- 
sponsible for the continued high level of unemployment. 
The total number of insured workers unemployed was 
as follows: 


July 1929 . 

(Thousands) 

1,178 

” 1930 

2,070 

” 1931 

2,806 

” 1932 - • 

2,921 

” 1933 • 

2,508 

” 1934- • • • 

2,162 

” 1935 - ■ 

1,992 

” 1936 • 

1,660 

* 1937- 

1,321 

” 1938 

It 773 

” 1939 

. 1,256 


The depreciation of sterling and the adoption of pro- 
tection left the volume of British exports much lower, and 

^ See Statistical Appendix. 
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the amount of unemployment appreciably higher, than 
before the great depression. 

2. The Building Boom 

The great increase in building activity was the most out- 
standing feature of the British recovery. At first, this took 
the form of an increase in the number of houses built. 
The output of factories and other non-residential build- 
ings remained well below the pre-slump level until about 
1935; thereafter it also showed a considerable increase, 
and during the last two or three years it has helped to 
compensate for the slowing-down of the housing booru. 

House building was not seriously affected by the slump. 
The annual number of houses built in England and 
Wales remained near the 200,000 mark during the years 
of depression. The number rose to 267,000 in 1934, 329,000 
in 1935, 325,000 in 1936, and 346,000 in 1937. The rate of 
house building during these years was far above any level 
previously attained in this country. 

After the war of 1914-18 there was a marked shortage 
of houses, and various subsidies were given by the state. 
From 1920 to 1930 inclusive about 1.5 million houses 
were built in England and Wales, and of these little more 
than a third were built without state assistance. More than 
this number were built during the five years 1934 to 1938, 
and over three-quarters of them were built by private 
enterprise without any state assistance. The great majority 
of them were not in the very cheapest class (although ‘‘wage 
earners’’ formed a considerable and increasing percentage 
of the purchasers) and only a small proportion of them 
were built to be let. In other words, the housing boom 
was characterized largely by increased purchases of houses 
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(for the most part on some instalment payments plan) by 
people of moderate means. 

The housing boom played a very important part in the 
economic recovery. It came early Speculative builders 
were getting ready to increase their output towards the 
close of 1932, when the value of plans for dwelling houses 
(approved by local authorities) shot upwards by one-third. 
Their plans resulted in increased employment from the 
following summer onwards and in increased housing out- 
put from 1934 onwards. Indeed, the number of houses 
built without state assistance increased considerably 
throughout the depression. Housing was the main channel 
for investment which was both reasonably safe and fairly 
profitable. Moreover, the increase in house building gave 
employment to workers in many industries. These in- 
cluded industries making materials, such as bricks and 
tubes and stoves, and industries engaged in supplying gas, 
water, electricity, furniture, and other amenities to the 
new houses, together with industries such as the manufac- 
ture of electric cables and apparatus. It has been esti- 
mated that perhaps a third of the increased employment 
during the recovery was more or less directly due to the 
housing boom. 

The number of workers classified as attached to “build- 
ing,” increased from 857,000 in 1932 to 1,035,000 in 1937, 
and the percentage unemployed was only 1 1 2 in July 
1937 compared with 27 6 in July 1932. There is no close 
correlation between the output of houses and the number 
of workers employed in building, for the latter are largely 
engaged in repair work and non-residential building. 

It is interesting to consider the causes or conditions 
which produced this increase of activity in building and 
consequently in the wide circle of allied trades. During 
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recent years, there has been considerable activity in the 
construction of factories, aerodromes, and other buildings 
as a result of actual and expected expenditure on rearma- 
ment by the government, but we shall examine only the 
housing boom. 

Sir Harold Bellman, who should know, declares® that 
‘It derived its ultimate motive force from an intensive 
public demand for improved standards of accommoda- 
tion.” Certainly there was a considerable need for more 
housing. The census of 1931 showed that in England and 
Wales there were 9,123,000 “houses ” — a term which 
throughout this discussion means a structurally separate 
dwelling — of 'which 660,000 were occupied by two fami- 
lies, 122,000 by three families, and 57,000 by four or more 
families. Out of every 100 families, only eighty-one had a 
separate dwelling each. Moreover some of the “families*' 
must have wanted to break up, thus creating additional 
“families,” and in particular the considerable migration 
to the South was constantly increasing the need for hous- 
ing. In 1931, 12 per cent of the population in private fami- 
lies were living at a density of two or more persons per 
room. 

To some extent the housing boom was due to a fall in 
costs. Building materials fell a little in price after 1930, 
but this was quite a minor factor. The fall in the rate of 
interest was much more important. 

We have already pointed out that during the depression, 
with foreign lending risky and the prospects of home in- 
dustry not attractive, the obvious outlet for investment was 
housing. But the capital required by builders is relatively 
small. If houses costing £200 million are built in the course 
of a year and a house takes, on the average, three months 

s ‘*The Building Trades” m Britain in Recovery, p. 435 
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to build, and is sold as soon as it is finished, the average 
amount of capital required at any moment does not much 
exceed £25 million. In fact, builders obtained their work- 
ing capital largely from their banks or from' their 
suppliers of materials. Most of the capital required in con- 
nection with the housing boom was required by pur- 
chasers of houses who wanted to borrow the purchase price 
on mortgage and to repay it with interest over a period of 
years. Hence there was a great increase in loans for this 
purpose. The balance due on mortgages to building socie- 
ties increased from £268 million in 1929 and £388 million 
in 1932 to £587 million in 1936. 

The effect of the fall in interest rates upon borrowers 
(needing loans to purchase houses) was to reduce consider- 
ably the weekly interest cost of house purchase. The rate 
charged on mortgages by the large building societies fell 
from 6 per cent in the middle of 1932 to 4,1/2 cent in 
the middle of 1934, a fall of 25 per cent. Moreover, the 
building societies extended their periods of repayment to 
meet the needs of borrowers with small means. The 
monthly amount to be repaid over sixteen years per £100 
borrowed at 6 per cent is i6s.6d.; per £100 borrowed at 
4!/^ per cent over twenty-five years it is only 11s 3d. 

This reduction in the cost of house purchase undoubt- 
edly stimulated building, but the main influence was a 
great increase in the effective demand. We have shown 
the need for more housing. The great increase in the pur- 
chasing power of the mass of the people made it possible 
for them to satisfy this need. Between 1929 and 1933 the 
cost of living fell by no less than 25 per cent while average 
rates of wages fell by only 6 per cent. It has been estimated 
that between 1924-27 and 1932 the expenditure of the 
public on food, clothes, liquor, and tobacco fell by over 
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£300 million a year from £2,1 16 million to £1,797 naillion 
per year. Much of this ‘‘saving” was utilized to purchase 
new homes on the instalment system. The average inhabi- 
tant of Great Britain, provided that he was not unemployed 
or on short time, had a greater “real income” after 1930 
than he had ever enjoyed before. He spent this partly on 
better housing. It is noteworthy also that the number of 
private motorcars in use increased from less than a million 
in 1930 to more than a million and a half in 1936. This 
too was clearly due to the general increase in purchasing 
power. And this in turn, as we shall see, was largely the 
result of cheap imported food. 

3. “Cheap Money” 

The “cheap money” policy, of deliberately keeping 
rates of interest at a low level, probably played some part 
in promoting recovery Whether that part was of major 
or minor importance is a controversial question. 

During a depression interest rates are usually low. So 
long as business prospects remain poor there are relatively 
few opportunities for investment in industry and trade 
which seem both fairly safe and likely to yield a good 
return. Many people prefer, therefore, to hold a large part 
of their assets in a fairly liquid form, and to keep their 
money in the bank or in government securities, especially 
short-term securities, rather than to gamble on a trade re- 
vival. Hence short-term rates are forced down to low levels 
and long-term rates also fall, although to a less extent. 
Only “safe” borrowers, however, can benefit from these 
low rates. The government, provided that it follows what 
is believed to be a “sound” financial policy, can borrow 
cheaply. So can borrowers who can give good security for 
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their loans. But the “risk premium” demanded for loans to 
other borrowers may be very high. 

As time goes on, some investors will become less con- 
tented with the low yields on safe securities and will try 
to increase their incomes by taking greater risks. The 
mere lapse of time will make some people feel that a trade 
revival may be close at hand. Borrowers who can offer 
good security will become more willing to borrow, for 
they can do so at low rates and if trade does improve they 
will make good profits. Other borrowers may find that 
the growth of optimism enables them to raise money at a 
lower risk premium than was demanded before Hence 
investment may increase and recovery follow; and this 
may appear due largely to the stimulus of cheap money. 

If cheap money does stimulate investment and recovery, 
why not shorten the depression by deliberately forcing 
down interest rates to levels lower than they would other- 
wise reach? This is the argument for a cheap-money policy. 

This policy was tried in Great Britain in 1930 The 
collapse on Wall Street had led to a flow of funds back to 
London. This induced the Bank of England to bring down 
the bank rate to 3 per cent, and in the spring of 1931 it 
was again reduced, to 2^ per cent. But the attempt was a 
complete failure. Other conditions were adverse, and the 
crisis, culminating in the departure from gold, brought it 
to an abrupt end. 

In 1932, however, cheap money came again and stayed. 
The contrast between the level of interest rates before 1932 
and after 1932 is very striking. From 1925 to 1929 the 
average level of Bank Rate was nearly 5 per cent. From 
the summer of 1932 until the summer of 1939 Bank Rate 
remained unchanged at 2 per cent; and even so it was far 
above the market rate. From 1925 to 1930 the yield on 
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War Loan hardly moved from 5 per cent From 1933 to 
1939 it averaged less than 3^ per cent. It fell to around 
3 per cent in 1935 and 1936, thereafter showing an up- 
ward trend to some 3^ per cent in 1939. 

The main features of the cheap-money policy were the 
War Loan conversion, the expansion of the “cash’* of the 
joint-stock banks, and the control of new capital issues. 

The War Loan, amounting to over £2000 million, was 
converted from a 5 to a 31/^ per cent basis in the summer 
of 1932. This great mass of securities, forming one-third 
of the total internal public debt, was redeemable at par 
during the period 1929 to 1947. It had therefore dominated 
the gilt-edged market. It is not correct to argue, as some 
writers do, that because one could get 5 per cent on War 
Loan with the certainty of repayment at par before 1948, 
the minimum rate on first-class long-term investments was 
inevitably around 5 per cent. But it is true that, so long 
as industry and trade were not too depressed, the ex- 
istence of this enormous block of 5 per cent securities 
did give rise to the belief that 5 per cent was a reasonable 
minimum return to expect. By the summer of 1932 indus- 
try and trade were very depressed and the yield on other 
long-term government securities had fallen to around 4 
per cent. It was generally expected that War Loan would 
be converted on a 4 per cent basis. When the rate of 31/^ 
per cent was announced at the end of June 1932 it came 
as rather a shock. But the market, with some help from 
the government,® soon adjusted itself to the new situation 
and the loan did not fall to a discount. The government 
had taken a bold step; it had led the market instead of 

®The Accounts show £259 million, mainly for the payment of com- 
missions, for expenses in connection with the conversion See U. K. Hicks, 
“The Finance of Bntish Government 1920-1936,” p 363. 
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following it; but “the very size of the Loan to be con- 
verted and the obvious impossibility to re-invest on better 
terms gave assurance of success/’^® 

From 1932 onwards the monetary authorities took 
strong and persistent action to expand the “cash” basis of 
the banking system. The Exchange Equalisation Account 
acquired gold, some of which it sold to the Bank of Eng- 
land. This enabled the Bank to increase its total note 
issue without exceeding the limit of £260 million for the 
“fiduciary” issue (not backed by gold). Further, the Bank, 
by purchasing bills and securities on the open market, in- 
creased the deposits with it of the clearing banks — the 
latter, of course, regard these deposits as “cash.” The banks 
were thus enabled to increase very considerably their in- 
vestments and, provided that they could find borrowers, 
their loans and overdrafts. In order to induce more peo- 
ple to borrow from them, and to borrow larger sums, they 
reduced their rates of interest Before the depression, a 
borrower with first-class security usually had to pay at least 
5 per cent. This was reduced to 4 per cent or even less. 

The most important part of the control of new issues 
was the unofficial ban on the raising of public loans in 
London by foreign governments or companies. This tended 
to increase the supply of loan money available to British 
borrowers and to keep down interest rates in Great Britain. 
There was some control over other public issues also. 
For more than three months after the war loan conversion 
scheme was announced on June 30, 1930, the Treasury 
“ban” on all new issues was complete In October 1932, 
when it was clear that the conversion operation had been 

“Reflections on the Cheap-Money Policy Particularly m England'* by 
Frederic George Conolly, p. 5. Supplement to Svenska Handelsbanken’s 
Index, October 1939 This article gives an excellent account and cntiasra 
of the cheap-money policy. 
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successful, restrictions on home industrial issues were re- 
laxed. They were subsequently removed, but new issues by 
municipalities and Empire governments continued to be 
subject to careful control. Would-be borrowers were said 
to take their place in a '‘queue” and if the loan market 
seemed to show signs of “indigestion” new corporate issues 
were apparently forbidden until the authorities believed 
that the market had recovered. 

The primary object of the cheap-money policy was to 
assist the Treasury in its task of converting the govern- 
ment debt to lower rates of interest In this, as we have seen, 
it succeeded The government could borrow on long term 
at per cent or less until about 1937. It could borrow on 
short term, by means of Treasury bills, at little more than 
1/2 per cent. But it did not wish the floating debt to 
become too large, as it would have weakened control of 
monetary policy by the Treasury and the Bank to have 
too large a volume of bills falling due for repayment each 
week. Hence temporary increases, through the issue of 
Treasury bills to the Exchange Equalisation Account, 
were followed by “funding” loans of nearly the same 
magnitude. 

The secondary object of the policy, however, was to 
make available an abundant supply of cheap money to 
promote trade revival. How far was this successful? 

On the surface, its success was very slight. Despite lower 
rates on loans and overdrafts, the banks did not greatly 
increase their advances, which remained lower than in the 
late twenties until 1937, and which went more to private 
persons and less to industry than in the past. Despite the 
very low short-term rates, commercial bills outstanding 
declined from over £500 million in the twenties to little 
over £250 million in the thirties Over 80 per cent of all 
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conversion and refunding loans issued on the London 
market from 1932 to 1938 inclusive were for the British 
government and over half the rest were for Empire gov- 
ernments, notably Australia Similarly with issues for new 
money. The government took advantage of low interest 
rates but private industrial issues were lower than in the 
twenties 

Nevertheless this does not mean that business obtained 
no benefit from the cheap-money policy. The reduction of 
£90 million a year in the budget charge for debt interest 
and management made taxation lower than it would other- 
wise have been. Lower interest rates raised share prices as 
well as the prices of fixed-interest securities and this gave 
a considerable “psychological” stimulus. The banks, find- 
ing themselves with more “cash,” and unable to expand 
their advances very much, were constrained to purchase 
more bills and securities, thus greatly increasing their “in- 
vestments.” This caused a large increase in customers’ 
deposits. The total deposits of the London clearing banks 
rose from £1775 million in the third quarter of 1929 to 
£2075 million in the spring of 1936. This in turn helped 
many firms and industries to become sufficiently liquid to 
finance a considerable expansion of production without 
recourse to the banks. Finally, as we have already noted, 
the reduction in mortgage and similar charges gave relief 
to many persons and played some part in bringing about 
the building boom. 

The controversy as to how far the cheap-money policy 
was responsible for the recovery falls outside the scope of 
this book. The present writer, however, may perhaps be 
allowed to express his opinion. He believes that it played 
a minor rather than a major part, for it must be remem- 
bered that in any event interest rates would have been 
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fairly low during the depression Moreover, he agrees with 
Mr Conolly^^ that a cheap-money policy, artificially pro- 
longed, as it was in Great Britain owing to political 
pressure, after recovery has begun, “has many and real 
disadvantages and dangers.’’ In particular, artificially low 
long-term rates redistribute income at the expense of work- 
ing-class and middle-class savings and, by causing expected 
profits to be capitalized at too high a figure, may lead to 
unhealthy boom conditions. But however this may be, it 
clearly has very little to do with the tariff. The tariff can 
hardly claim a share in whatever praise or blame may be 
attached to the cheap-money policy and to its part in pro- 
moting revival. 


4. Budget Policy 

The report of the May Committee on National Ex- 
penditure thoroughly alarmed the country. When Mr. 
Snowden, who remained Chancellor of the Exchequer 
after the National Government had fallen, presented his 
supplementary budget on September 10, 1931, he an- 
nounced that he was going “to face up to the position.” 
If no changes were made, a deficit of £75 million was to 
be expected for the financial year ending March 31, 1932, 
and a deficit of £170 million for the following financial 
year. Mr. Snowden proposed properly to balance the 
budget, avoiding any deficit whatever, by increases in 
taxation and reductions in expenditure. Borrowing for the 
Unemployment Fund (which had been taking place at the 
rate of about £1 million a week) and for the Road Fund 
was to cease: unemployment relief and road work were 
to be paid for out of current revenue. 

The standard rate of income tax was raised from 4S.6d. 

^^Op. cit 
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to 5s. and considerable reductions were made in ‘‘allow- 
ances” — these brought a large number of persons with 
small incomes within the range of income tax for the first 
time. These changes in income tax were expected to yield 
an extra £51 million in 1932-33. Surtax was increased by 
10 per cent This was expected to yield an additional £6 
million in 1932-33. Higher duties were imposed on beer, 
tobacco, petrol, and entertainments. These increases were 
expected to yield £24 million in 1932-33. 

Contributions of employers and employed towards un- 
employment insurance were to be increased by £10 million 
in 1932-33, rates of unemployment benefit were to be re- 
duced by about 10 per cent (saving £13 million in 1932-33) 
and further restrictions on benefit, including a “means 
test,” were expected to save £13 million in 1932-33. The 
other main items on which savings were to be effected 
were education (£10.4 million), road fund (£7 9 million), 
and defense services (£5 6 million, including £3 6 million 
reduction in pay and pensions). 

In one respect alone can Mr. Snowden possibly be held 
to have deviated, in this grim budget, from the strictest 
financial orthodoxy. In the depths of the depression, with 
nearly 3 million unemployed, he permitted himself to 
depart from the previous practice of setting aside some £60 
to £70 million towards debt redemption. Only some £32 
million, required to meet specific sinking funds, was ear- 
marked for this purpose. 

Expenditure by local authorities also was considerably 
cut down. The exchequer was reluctant to make grants 
towards the completion of public works which had already 
been begun by local authorities and discouraged the com- 
mencement of new ones unless they were of the most urgent 
nature. 



ECONOMIC RECOVERY 


235 

As time went on, various factors made the task of suc- 
cessive chancellors easier, and enabled them to grant con- 
cessions. Economic recovery increased the yields of taxes 
and reduced the amount required for unemployment re- 
lief. Nothing was paid on the War Debt owed to the United 
States after the token payment made in December 1933. 
This default relieved the exchequer of an interest charge 
which had exceeded £27 million a year. The conversion 
of the War Loan, together with a number of smaller opera- 
tions, reduced the interest charge on the long and medium 
term internal debt by some £40 million. Low short-term 
rates of interest reduced the interest on Treasury bills, 
which in the late twenties had exceeded £25 million, to a 
mere £3 or £4 million. And the new protective duties 
brought in around £30 million a year. 

Thus it was easy for the next few years to keep the 
British budget balanced. It is true that there was some 
increase in the national debt — from £7,413 million in 1931 
to £7,800 million in 1935. But this was negligible when 
compared, for example, with the rate of increase of the 
national debt in the United States; it was due mainly 
to the Exchange Equalization Fund (for which Treasury 
bills were issued, funding loans subsequently being raised 
in order to keep down the total of Treasury bills) and 
was largely offset by the gold acquired by the Fund; and 
the interest charge on the Debt was, as we have seen, very 
substantially reduced. 

The facts recorded in this section are surely very in- 
teresting in view of the reams which have been written 
advocating public works and budget deficits in order to 
promote recovery from a depression. Doubtless it can be 
argued that Great Britain recovered in spite of her budget 
policy, just as it can be argued that budget deficits in the 
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United States and France tended to relieve the depression 
but were outweighed by other factors. Our own view is 
that the success or failure of public works and budget 
deficits during a depression will depend largely on whether 
the public in general, and investors in particular, approve 
of these policies. There can be no doubt that the stern 
measures enforced by Mr. Snowden, whether or not they 
were unnecessarily severe, did meet with general approval 
and did succeed in restoring confidence remarkably quickly. 
Instead of a flight from sterling, London became a kind 
of safe-deposit for foreign funds; the British government 
was enabled to borrow very cheaply; and after a time 
private investment in Great Britain began to revive. Fur- 
ther, these years of “sound finance” meant that no appre- 
hension was felt when it was announced that part of the 
£1,500 million rearmament program was to be covered 
by loans and not by taxation. 

5. The Terms of Trade 

The total consuming power of the mass of the British 
people — those with small and moderate incomes — prob- 
ably increased a little during the years of depression, 1930 
to 1932. It increased considerably, perhaps by 10 per cent, 
in 1933, and thereafter continued to rise, although more 
slowly than in 1933.^^ This increase in consuming power 
was perhaps the chief single factor in promoting recovery. 
It provided a margin, above current living expenses, out 
of which purchases were made of goods such as motorcars, 
wireless sets, furniture, household appliances, and, above 
all, houses. 

^The statistical difficulties of measuring this increase are so great that 
we prefer not to be more precise A good discussion of the question, with 
references to original sources, will be found m G D A. MacDougalFs 
“General Survey” in Britain in Recovery, Pitman, 1938 
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It may be thought that we are “reasoning in a circle.” 
The growth in output and employment certainly increased 
consuming power, but it is precisely this growth in output 
and employment which constituted the recovery and which, 
therefore, we have to explain. 

Once recovery really gets under way it may continue, so 
to speak, by its own momentum. Increased investment in 
one field means taking on more workers and buying more 
materials. The newly-engaged workers spend their wages; 
the suppliers of materials probably increase their labor 
force and perhaps order new equipment and, later, invest 
or spend their profits; and thus recovery spreads to other 
fields. Increased purchases of consumers’ goods may lead 
firms providing such goods to expand their plant, equip- 
ment, and stocks; this increases activity and employment 
in the industries supplying the plant, equipment, and 
stocks; the workers newly engaged by these industries spend 
their wages, thus increasing still further total purchases of 
consumers’ goods; and so recovery goes on, unemployed 
labor and resources being absorbed into employment at 
every stage. But whence comes the initial impulse which 
gets the recovery started? 

In Great Britain it certainly did not come from increased 
expenditure by the government. To some extent, the de- 
preciation of sterling and the tariff doubtless stimulated 
investment in home industries, notably iron and steel. But 
against this must be set the great fall in world trade in 
general, and in British exports in particular, which was 
due in part to the movement of Great Britain towards 
economic isolation. The main impulse came from outside 
the British economy, so that our reasoning was not cir- 
cular. It came from the striking fell in the prices which 
she had to pay for her imports. 
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Great Britain imports much of her food and all or most 
of some important raw materials — for example, timber, 
cotton, and wool. Nearly half her imports are classed under 
“food, drink, and tobacco,” and over a quarter under 
“raw materials.” Before the slump, the value of her im- 
ports came to more than a quarter of her national income. 
Hence she benefits considerably by a substantial fall in 
their prices. 

During the years 1931 to 1935 the volume of imports 
(retained for home consumption) into Great Britain was 
about the same as in the pre-slump years, but their money 
cost averaged only some £700 million a year as compared 
with over £1,100 million a year before the slump. In par- 
ticular, most foodstuffs fell heavily in price. It was mainly 
as a result of this that the cost of living fell considerably. 
In 1931 it was 10 per cent and in 1933 (when it was at its 
lowest) 15 per cent below the 1929 level. 

This meant that the great majority of wage and salary 
earners, who kept their jobs with only small reductions, 
if any, in their pay, were better off than they had ever been 
before. All who received more or less fixed incomes — ^and 
continued to get them — ^gained by the fall in the cost of 
living. They now had a margin to spend upon housing and 
semi-luxury goods. We have already argued that this ex- 
penditure was a powerful factor in promoting recovery. 
It was due mainly to the fall in import prices. Later, im- 
port prices rose somewhat, but by that time recovery was 
under way, with more employment and less short time, 
and hence the upward trend continued. 

We have implied that the fall in import prices was all 
clear gain to Great Britain. In fact, the situation was much 
more complicated. 

In the first place, it is clear that a nation as a whole 
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does not gain by cheaper imports if she receives corre- 
spondingly less per unit for what she gives in exchange. 
Great Britain pays for her imports partly by exports of 
commodities. The prices of her commodity exports did 
fall, but considerably less than the prices of her imports. 
Over the period 1931 to 1935 a representative '‘unit’’ of 
her commodity exports purchased a volume of imports 
some 20 per cent greater than before the slump.^® The 
“terms of trade,” had swung heavily in her favor. This 
conclusion is not substantially altered when we take ac- 
count of the prices per unit received for her other “ex- 
ports ” Her net income from overseas investments fell 
from £250 million in 1929 to a low point of £150 million 
in 1932, and her net receipts from shipping services fell 
from £130 million in 1929 to a low point of £65 million 
in 1933, and her net receipts from short interest and 
commissions fell from £65 million in 1929 to a low point 
of £25 million in 1932 But these heavy reductions were 
partly due to a fall in the volume of these “exports” — for 
example, British ships carried fewer goods and passengers 
and the City of London did much less business on in- 
ternational account than before the slump. Prices “per 
unit” — for example, freight rates — fell, on the average, 
less than the prices of imported commodities, so that 
even when we take account of these so-called “invisible 
exports” our conclusion that the terms of trade swung 
heavily in favor of Great Britain remains valid. But it is 
worth mentioning that whereas before the slump these 
“invisible exports” had more than covered the surplus of 
commodity imports over commodity exports, during and 
after the slump they failed to cover it Before the slump, 

See Statistical Appendix 
^^See Statistical Appendix 
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Great Britain lent substantial sums abroad every year. 
Since the slump she has lent comparatively little, but has 
received substantial sums from overseas in repayment of 
loans previously made.^® In other words, she has been 
drawing to some extent upon her foreign assets. The fact 
that she has maintained her pre-slump volume of imports 
while her volume of exports has remained well below the 
pre-slump level is to be explained mainly by her more 
favorable terms of trade but partly by the fact just 
mentioned. 

In the second place, a favorable swing in the terms of 
trade may be of little real benefit if it merely means that 
a smaller volume of exports purchases the same volume of 
imports while labor and equipment are thrown out of 
employment and remain idle and stranded in the export 
industries. This did happen to some extent in Great 
Britain, but as time went on there was some movement out 
of the depressed export industries into expanding home 
industries. 

In the third place the slump brought about a redis- 
tribution of the national income. There were more unem- 
ployed, and those thrown out of work or on very short- 
time were worse off than before. Many of those who 
retained their jobs suffered from the fear of being thrown 
out of work. But in terms of actual purchasing-power re- 
ceived, the workers as a whole gained. The unemployed 
were assisted to a considerable extent at the expense of 
the richer members of the community — the taxpayers and 
the employers Those who remained in work, on full time, 
received nearly the same money wages as before — the 
lowest point reached by the index of wage rates, in 1933, 
was only 5 per cent below the 1929 level — and benefited 
See Statistical Appendix. 
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from the fall in the cost of living. The material losses of 
the slump fell mainly upon receivers of profits, landowners, 
and the unemployed. And this redistribution of the na- 
tional income resulted, we may repeat once more, in an 
increased demand for housing and other consumers’ goods 
of a durable nature. 

We may conclude this section by considering how far 
the favorable change in the terms of trade — or, to revert 
to our previous simplification, which is not really mis- 
leading in this context, the fall in import prices — ^was due 
to the adoption of protection. It is an accepted economic 
doctrine that a country may turn the terms of trade in 
its favor by means of tariffs and similar devices. Her suc- 
cess will depend largely on her importance as a market 
and on the difficulty experienced by her suppliers in 
switching over to the production of other commodities 
for their home market or for other foreign markets It 
may seem, therefore, that Great Britain was in a position 
to turn the terms of trade perceptibly in her favor. It is 
true, as we have seen, that she did use her bargaining 
power to promote certain exports to Scandinavia and other 
countries, and presumably the prices obtained for them 
were as high as possible. But it is a curious fact that ap- 
parently the British Government did not want to force 
down the prices of imports. Its avowed aim, during the 
depression and the early stages of recovery, was to raise 
wholesale prices. And on the whole the quantitative re- 
strictions imposed on imports were so administered as to 
permit “the foreigner” to charge more per unit for a 
smaller quantity. 

In fact, the big fall in the world prices of foodstuffs and 
raw materials had already taken place before Great Britain 
imposed a general tariff. The fall in food prices was doubt- 
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less intensified and prolonged by protection — but by pro- 
tection in other countries rather than in Great Britain. 
The fierce restrictions on food imports imposed by such 
countries as France, Germany, and Italy constrained over- 
seas farmers to sell for what they could get to Great Britain. 
Moreover, British import duties were imposed mainly on 
manufactures. Hence, although British tariffs and quotas 
did exert a downward pressure on the prices of some im- 
ports, they tended to raise the prices of others (for example, 
bacon) and on the balance they probably did relatively 
little to improve the terms of trade. 
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CONCLUSIONS 

We now give a brief summary of our main conclusions. 

Great Britain adopted free trade about the middle of 
the nineteenth century. Cobden and Bright won their 
campaign against the corn laws mainly on the slogan of 
‘*cheap bread,” but they believed that free trade would 
lead to prosperity and peace among nations. 

Until the great war of 1914 Great Britain enjoyed a 
period of rapid economic progress. This was due largely 
to the growth of technical knowledge and of investment, 
but her policy of free trade was undoubtedly a contribut- 
ing factor. From i860 onwards she negotiated a number of 
trade treaties embodying a most-favored-nation clause: in 
1914 she had eighty such treaties in force. 

During the twenties, however. Great Britain was lagging 
behind her economic rivals. She had over a million un- 
employed, and towards the close of this decade her large 
adverse balance of trade was causing some concern. Much 
of her trouble was due to depression in her staple export 
industries. Other countries were producing more cotton 
cloth for themselves, subsidizing their shipbuilding, and 
producing coal from seams more easy to work than most 
of those remaining in Great Britain These were obstacles, 
as subsequent events showed, which neither a tariff nor a 
depreciation of the pound sterling could really remedy. 

The great depression brought a rise in the number of 
unemployed to nearly three million, a heavy fall in the 
volume of exports, and considerable distress in a number 
of industries, including agriculture. Towards the close of 
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1931 Great Britain left gold and imposed emergency 
tariffs. 

Protection was adopted mainly because free trade seemed 
to have failed to maintain prosperity, while the compe- 
tition of cheap imports was hitting a number of industries 
hard. It was hoped that tariffs would increase employ- 
ment. Some economists had previously suggested a general 
revenue tariff as an alternative to devaluation, in order to 
reduce the adverse balance of trade and to enable Great 
Britain to stay on gold. Once she had left the gold stand- 
ard, this “balance of trade” argument no longer applied, 
but it continued to be put forward in Parliament and in 
the Press. 

The following generalizations can be made about the 
British tariff, which rests mainly on the Import Duties Act 
of February 1932. The great bulk of the customs receipts 
— ^about £214 million out of £264 million in 1938 — ^still 
comes from “revenue” duties; most imports from the Em- 
pire are free; most imports of raw materials are free; 
nearly all other imports are subject to duty; but most 
rates of duty are relatively moderate. Changes in the tariff 
are made mainly by the Import Duties Advisory Com- 
mittee, and Parliament has little effective control. 

The tariff is not the only form of protection. By the 
spring of 1938, the Exchange Equalization Fund had pur- 
chased over 100 million ounces of gold. Much of this was 
made necessary by the influx of refugee capital, but the 
effect was to keep the value of sterling down, thus afford- 
ing further protection to home industries. The British 
government gave assistance, by subsidies and in other 
ways, to various industries and notably to agriculture. 
Quantitative limitations were imposed upon imports of 
certain commodities, notably bacon and meat, from non- 
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Empire countries. The quantity of bacon taken from Den- 
mark was reduced from around 7 million cwts. to about 
half that amount, the gap being filled mainly by increased 
home production, but as the restriction was administered 
by export licenses granted in Denmark the Danes obtained 
most of the benefit from the rise in the British price of 
their bacon. The country mainly hit by the meat restric- 
tions was the Argentine. 

For many years most Dominions had given some prefer- 
ence, by imposing lower rates of duty, on British goods. 
When Great Britain turned to protection she could and 
did reciprocate by admitting most Empire products free. 
At the Ottawa Conference of August 1932 she made 
agreements with most of her Dominions arranging for 
mutual preferences. The proportion of British imports 
coming from the Empire rose from 29 per cent in 1930 to 
40 per cent in 1938 and the corresponding percentage for 
her exports rose from 43 5 to 50 But imperial preference 
has been getting less popular in recent years. British 
farmers do not like it, for the Dominions are their main 
competitors It has been less help to the Dominions than it 
was expected to be. The British Empire as a whole has an 
“export surplus” of a number of products, including 
wheat, so that the British preference on such products is 
not of much use. Some other products receiving preference, 
for example, sugar and butter, are subsidized by the Do- 
minions which export them. And the British market is 
not likely to expand at all fast. The agreements reached 
between the United States, Great Britain, and Canada 
towards the close of 1938 represented an important move 
away from imperial preference and towards greater free- 
dom of trade. 

Great Britain attempted to promote her exports by 
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means of trade treaties during and after 1933. She suc- 
ceeded with most Scandinavian and Baltic countries, to 
whom the British market was of vital importance, and also 
with the Argentine. But it may be doubted whether the 
resulting net increase in her total exports was very large. 
For example, she secured for herself a predominant posi- 
tion in the Scandinavian and Baltic markets for coal, but 
the competition of Germany and Poland was diverted to 
other markets and total exports of British coal actually 
fell. 

There was considerable controversy as to whether iron 
and steel should be subject to duties. Iron and steel prod- 
ucts are the materials of other industries, which together 
employ far more workers than the iron and steel industry. 
Moreover, a substantial proportion of the British iron and 
steel output is exported in one form or another. Protec- 
tion was given, but only on condition that the industry 
reorganize itself. The reorganization which took place 
consisted mainly of the formation or strengthening of 
price-fixing associations grouped under the British Iron 
and Steel Federation. But it was perhaps just as well that 
no grandiose schemes for scrapping plant were put into 
effect. When rearmament came, all available plant was 
needed 

An outstanding example of the successful use of a tariff 
as a bargaining weapon took place in 1935, when the threat 
of penal tariffs induced the Continental Steel Cartel to 
come to terms with the British Iron and Steel Federation. 

The recovery of Great Britain from the depression began 
in 1933 and continued with gathering momentum until 
1937. By 1937 output, employment, profits, and real wages 
were all substantially higher than in 1929, the peak pre- 
slump year. Towards the close of 1937 there was some 
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falling off but in 1939, owing largely to the stimulus of 
rearmament, British economic indices stood higher than 
ever. 

The main cause of the recovery was perhaps the low 
prices of imported foodstuffs, which increased the purchas- 
ing power available for other expenditure, especially on 
houses. A contributory cause was the “cheap money” policy 
of keeping interest rates low. Moreover, there was a con- 
siderable increase in most fields, due mainly to technical 
progress, in the volume of output per worker. 

Employment in protected industries was probably 
greater than it would have been under free trade. But the 
only inquiry made into this question (by the I.DA.C.) 
showed that between 1930 and 1934 employment in pro- 
tected industries fell by about 50,000. Over the same 
period, employment in other industries increased by some 
400,000. The numbers employed in agriculture (which is 
not included in the above figures) continued to fall despite 
protection and state assistance of various kinds. Consider- 
ably more use was made of labor-saving equipment and 
methods in a number of industries, including iron and 
steel and agriculture. 

It is probable that tariffs did assist recovery by stimulat- 
ing investment in iron and steel and other protected in- 
dustries. Moreover the threat to increase tariffs or to im- 
pose new or heavier quantitative restrictions on imports 
served as a bargaining weapon which enabled Great 
Britain to obtain advantages for her exports in certain 
markets, notably Scandinavia and the Argentine. 

It can hardly be claimed that the tariff was a very sig- 
nificant factor in promoting recovery The building boom 
and, later, rearmament were the two outstanding features 
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of recoveiy and neither obtained much help from pro- 
tection. 

Throughout the thirties (with the exception of 1937, 
when the corresponding figure was around 20 per cent) the 
volume of British exports was at least 25 to 30 per cent 
below the 1929 level. The continued depression in the 
exporting industries and districts was mainly responsible 
for the high level of unemployment, which was above that 
prevailing in the twenties. 

During the thirties the volume of world industrial pro- 
duction increased considerably more than the volume of 
world trade, which remained nearly all the time below the 
1929 level. This was due largely to the exchange restric- 
tions practised by a number of countries and to the high 
agrarian protection of most countries in western Europe. 
But British trade policy was a contributory factor. Great 
Britain, by insisting on her most-favored-nation rights, 
scotched projects for forming low tariff customs unions 
between neighboring countries such as Holland and Bel- 
gium or the Danubian States. The Ottawa agreements 
virtually prevented Great Britain and most of her Do- 
minions from reducing their tariffs to foreign countries on 
important categories of goods. The fall in the value of the 
pound imposed considerable hardships on the exporting 
industries of competing countries, as of course did the con- 
traction of the British market for non-Empire goods. 

In the short run, British trade policy and exchange 
policy doubtless succeeded in obtaining a competitive ad- 
vantage for British exports. But this grew less as time went 
on. First the dollar and then the franc and other cur- 
rencies were devalued, until the exchange value of the 
pound stood as high as before the slump or even higher; 
and the growth of bi-lateral trade agreements among other 
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countries reduced the openings for British goods. In fact, 
as we have seen, there was a substantial fall in the volume 
of British exports. 

The prosperity of Great Britain depends on her interna- 
tional trade In the long run she is bound to lose by a 
greater movement towards greater self-sufficiency on the 
part of other countries. Yet her own economic policy dur- 
ing recent years has inevitably fostered such a movement. 
The British market is so large and so important to most 
of her suppliers that when it is restricted they must per- 
force reduce their own purchases from other countries, 
including Great Britain. It is true that during recent years 
Great Britain has maintained and increased her total vol- 
ume of imports. But she has done so by buying much more 
from the Empire and much less from foreign countries; 
she has lent little abroad; and she has covered part of her 
adverse balance of payments by reducing her overseas 
assets. 

With the signature of the Anglo-American trade treaty 
in November 1938 it seemed possible that Great Britain 
was preparing to adopt a more liberal trade policy, and was 
coming to realize that her true interests lay in a general 
revival of world trade. But the outbreak of war temporarily 
put an end to all such hopes. 
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UNITED KINGDOM— BALANCE OF PAYMENTS ON INCOME ACCOUNT, 1932-1938 
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The actual figures for exports and imports are from Statistical Abstract of the United Kingdom for each of the fifteen years 1013 and iQ24toXQ3?, 

1939, merchandise, p 372, and bullion and coin, p 431 

The estimates for the years 1932 to 1935 inclusive are also from Statistical Abstract of the United Kingdom, p 438 The estimates for the years 1936 
to 1938 inclusive are from the Board 0/ Trade Journal, 33 February, 1939, p 388 
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II 

NEW OVERSEA ISSUES AND REPAYMENTS 


( £*000,000) 



British 
subscription 
to new issues 

Repayments 
to the U K. 

Difference 

1929 . 

96 

49 

+47 

1930 . . 

. . 98 

39 

+59 

1931 • 

.... 41 

27 

+14 

1932 

. * 37 

48 

— II 

1933 

83 

67 

+ 16 

1934 . .. 

63 

42 

+21 

1935 

51 

81 

-30 

1936 . . 

61 

107 

-46* 

1937 • • ♦ 

60 

61 

— I 

1938. . . 

... 29 

39 

— 10 


Source “British Overseas Investments, 1938” by Sir Robert Elindersley, Economic Journal * 
December 1939 


III 

VARIATIONS IN VOLUME AND AVERAGE VALUE OF THE 
IMPORT AND EXPORT TRADE OF THE UNITED KINGDOM 


I Based on Average Values in 1924 


Year 

Imports Retained 

Exports of U K Produce 

Declared 

value 

£’000 

Value on 
basis of 
average 
values in 
1924 

£’000 

Index numbers 
(1924= 100) 

Declared 

value 

£’000 

Value on 
basis of 
average 
values in 
1924 
£’000 

Index numbers 
(1924 = 100) 

Average 

values 

Vol- 

ume 

Average 

values 

Vol- 

ume 

1924 

1.137,469 ; 

1,137,469 

100 0 

100 0 

800,967 

i 

800,967 1 

100 0 

100 0 

1925 

1, 166,678 

I, 181,436 

98 8 

103 9 

773,381 

795,136 

97 3 

99 3 

1926 

1,115,866 

1.234.797 

90 4 

108 6 

653.047 

711,841 

91 7 

88 9 

1927 

1,095,388 

1,265,076 

86 6 

III 2 

709,081 

819,382 

86 5 

102 3 

1928 

1.075,3x5 

1,225,83s 

87 7 

107 8 

723,579 

838,348 

86 3 

104 7 

1929 

1, 111,063 

1,296,919 

85 7 

114 0 

729,349 

867,575 

84 I 

108 3 

1930 

957,140 

1,266,516 

75 6 

III 3 

570 , 755 

710,719 

80 3 

88 7 
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Year 

Imports Retamed 

Exports of U K Produce 

Declared 

value 

£’000 

Value on 
basis of 
average 
values m 
1930 
£’000 

Index numbers 
(1930 = 100) 

Declared 

value 

£’000 

Value on 
basis of 
a\ erage 
values in 
1924 
£’000 

Index nximbers 
(1930= 100) 

Average 

values 

Vol- 

ume 

Average' 

values 

Vol- 

ume 

1924 

1,137,469 

869,930 

130 8 

90 9 

800,967 

662,263 

120 9 

116 0 

1930 

957.140 

957,140 

100 0 

100 0 

570,755 

570,755 

100 0 

100 0 

1931 

797,385 

984,390 i 

81 0 

102 8 

390,622 

436,763 

89 4 

76 5 

1932 

650,649 

864.499 

75 3 

90 3 

365.024 

438,363 

83 3 

76 8 

1933 

625,935 

877.653 ; 

71 3 

91 7 

367,909 

449,464 

81 9 

78 7 

19^4 : 

680, 171 

927,696 j 

73 3 

96 9 

395,986 

481,690 

82 2 

84 4 

1935 

700,738 

940,613 

74 5 

98 3 

425,834 

518,383 

82 I 

90 8 

1936 

786,982 

1,005,506 

78 3 

105 I 

440, 60s 

531,286 

82 9 

93 I 


III Based on Average Values in 1935 


Year 

Imports Retamed 

Exports of IJ K Produce 

Declared 

value 

£’000 

Value on 
basis of 
average 
values m 

1935 

£’000 

Index numbers 
(193s = 100) 

Declared 

value 

£’000 

Value on 
basis of 
average 
values in 
1935 

£’000 

Index numbers 
(1935= 100) 

Average 

values 

Vol- 

ume 

Average 

values 

Vol- 

ume 

1930 

957,140 

745,193 

128 4 

106 3 

570, 755 

489,641 

116 6 

115 0 

1935 

700,738 

700,738 

100 0 

100 0 

425, 834 

425,834 

100 0 

100 0 

1936 

786,982 

749,722 

105 0 

107 0 

440, 60s 

432,263 

loi 9 

loi 5 

1937 

952,690 

797,399 

119 5 

113 8 

521,391 

473,140 

no 2 

III I 

1938 

858,830 

761,811 

112 7 

108 7 

470, 883 

419,973 

112 I 

98 6 

1939* 

419,784 

388,67s j 

108 I 

110 9 

236,319 

217,057 

108 9 

loi 9 


* January to June only 
Source Board of Trade Journal 














BRITISH TRADE WITH EMPIRE AND WITH FOREIGN COUNTRIES {Continued) 
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Sources* Amwal Siatemeni of the Trade of the United Kingdom with British Countries and Foreign Countries, Vol I 

* These articles in 1931 were liable to duty on importation prior lo the first operation of the Abnormal Importations (Customs Duties) Act, 1931, 
on November 25, 1931 

t These groups of articles for 1931 do not compare strictly with those given for later years, 
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VI 

QUANTITIES AND VALUE OF SOME SELECTED ARTICLES, 
THE PRODUCE AND MANUFACTURE OF THE 
UNITED KINGDOM, EXPORTED FROM 
THE UNITED KINGDOM 


Articles 

1031 

1932 

1933 

1934 

I Food, drink and tobacco 

£ 

34,775,152 

31,506,547 

27,766,197 

30,454,729 

Spints, home-made 

Tons 

£ 

33,126 

5 , 974,100 

30,672 

4,726,002 

27,549 

4,830,670 

35,769 

7,587,195 

Fish 

Tons 

£ 

272,209 

5 , 102,553 

258,092 

4,556,838 

198,843 

3,738,960 

211,132 

3,593,141 

Tobacco manufactured 
or unmanufactured 

Tons 

£ 

15,438 

5,216,377 

13,638 

4,199,877 

16,192 

4,094,530 

17,363 

4,366,063 

H Raw materials and ar- 
ticles mainly un- 
manufactured 

£ 

47,039,396 

43,633,204 

46,014,459 : 

48,292,252 

Coal 

Tons 

£ 

42,749,740 

34,653,774 

38,898,801 

31,633,354 

39,067,926 

31,426,236 

39,659,880 

31,854,490 

Wool, raw and waste and 
woolen rags 

Tons 

£ 

35,048 

3,270,996 

37,304 

3 , 454,701 

6x,3Si 

5,315,970 

56,373 

5,977,857 

m Articles wholly or 
mamly manufactured 

£ 

292,775,779 

276,342,439 

281,667,254 

304,805,612 

Coke and manufactured 
fuel 

Tons 

£ 

3,158,830 

2,960,349 

2,992,199 

2,638,129 

3,079.956 

2,658,672 

2,922,136 

2,748,103 

Iron and steel and man- 
ufactures 

Tons 

£ 

1,978,958 

30,375,155 

1,870,556 

27,666,963 

1,903,866 

29,498,227 

2,224,413 

34,526,113 

Machinery 

Tons 

£ 

329,368 

33,095,736 

303,773 

30,285,670 

279,218 

27,872,121 

338,279 

33,593,132 

Cotton yarns 

Tons 

£ 

59,60s 

10,895,216 

63,153 

10,419,740 

60,318 

10 , 075,995 

58,226 

10,236,061 

Cotton piece goods 

Tons 

£ 

149,396 

37,327,672 

191,336 

1 43,614,893 

174,98s 

40,234,252 

174, 193 

39,820,026 

Woolen and worsted 
yarns 

Tons 

£ 

20,262 

5,410,103 

i 

21,205 

5,707,688 

24,025 

6,267,354 

23,228 

6,821,752 

Woolen and worsted 
manufactured tissues 

Tons 

£ 

22,547 

15,810,371 

21,63s 

13,375,837 

24,534 

13,900,623 

27,268 

15,875,080 

Motor cars, new* Number 

£ 

19,419 

3,436,419 

28,968 

3,964,900 

36,050 

4,919,75s 

37,216 

5,506,287 

Paper, cardboard, etc 

Tons 

£ 

162,105 

6,324,269 

193,256 

6,506,459 

187,763 

6,129,136 

180,303 

6,276,112 

Total Exports 

£ 

390,621,598 

365,024,008 

367,909,052 

395,985,521 


* Second-hand motorcars are included m the years 1931, 1932 and 1933 




STATISTICAL APPENDIX 261 

^QUANTITIES AND VALUE OF SOME SELECTED ARTICLES, 
THE PRODUCE AND MANUFACTURE OF THE 
UNITED KINGDOM, EXPORTED FROM 
THE UNITED KINGDOM (continued) 


Articles 

1935 

1936 

1937 

1938 

I Food, drink and tobacco 

£ 

31,579,170 

35,585,462 

38,774,840 

35,894,023 

Spints, bome*made 

Tons 

£ 

36,341 

7,633,943 

48,437 

10,928,43s 

54,219 

12,727,139 

51,828 

11,362,386 

Fish 

Tons 

£ 

229,403 

3,750,926 

227,247 

3,954,803 

200,944 

3,735,198 

219,079 

3,870,262 

Tobacco, manufactured 
or unmanufactured 

Tons 

£ 

16,873 

4,214,761 

16,395 

4,504,696 

19,080 

5,038,385 

18,063 

4,914,904 

n Raw materials and ar- 
ticles mainly un- 
' manufactured 

£ 

52,835,911 

: 51,306,707 

64,629,164 

56,920,431 

Coal 

Tons 

£ 

38,714,104 

31,558,678 

34,519,384 

29,299,239 

40,338,030 

37,653,529 

35,856,227 

37,406,306 

Wool, raw and waste and 
woolen rags 

Tons 

£ 

74,656 

8,170,592 

66,484 

7,868,410 

62,802 

9,069,350 

54,301 

6,262,842 

m Articles wholly or 
mainly manufactured 

£ 

328,817,163 

340,777,991 

404,655,940 

365,244,030 

Coke and manufactured 
fuel 

Tons 

£ 

3,155,961 

3,019,143 

2,828,660 

2,992,323 

3.124.917 

4.234.918 

2,326,966 

3,291,723 

Iron and steel and man- 
ufactures 

Tons 

£ 

2 , 312,359 

35,958,498 

2,203,061 

35,966,688 

2 , 574,079 

48,370,349 

1,915,202 

41 , 555,579 

Machinery 

Tons 

£ 

383,833 i 
39,352,247 

380,495 

41,179,280 

438,052 

49,740,963 

459,263 

57,867,565 

Cotton yarns 

Tons 

£ 

63,248 

11,161,702 

67,377 

11,849,446 

70,995 

13,694,406 

54.888 

9,674,911 

Cotton piece goods 

Tons 

£ 

173,241 

39 , 531,954 

178,201 

40,318,839 

179,041 

44,768,650 

129,462 

31,961,174 

Woolen and worsted 
yarns 

Tons 

£ 

22,620 

6,494,465 

20,844 

6,509,37s 

18,473 

6,712,133 

15,482 

5,329,370 

Woolen and worsted 
manufactured tissues 

Tons 

£ 

28,838 

16,453,217 

30,827 

18,028,060 

32,110 

20,436,406 

23,961 

15 , 535,120 

Motor cars, new Number 

£ 

46,167 

6,269,560 

54,543 

6,779,256 

57,395 

7,472,659 

47,507 

7,126,12s 

Paper, cardboard, etc 

Tons 

£ 

195,062 

6,579,899 

207,950 

6,746,629 

219,504 

8,095,878 

176,441 

6,930,313 

Total Exports 

£ 

425,834,428 

440,604,879 

521,391,494 

470,755,320 
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VII 

TRADE OF EMPIRE WITH GREAT BRITAIN^ 

I Percentage of Total Imports Coming from the United Kingdom 


Country 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

Canada . 

16 I 

174 

20 7 

244 

22 I 

21 2 

194 

i8 2 

17 6 

Australia 

396 

40 6 

425 

43 4 

436 

41 5 

43 6 

42 i 

425 

New Zealand 

474 

490 

498 

51 3 

504 

503 

49 4 

496 

47 9 

South Africa 

469 

45 5 

463 

503 

488 

48 7 

463 

424 

436 

Irish Free State 

80 0 

808 

766 

699 

667 

72 4 

532 

500 

505 

India 

392 

36 7 

376 

41 8 

41 I 

39 3 

390 

31 5 

31 4 

II Percentage 

OF Total Exports Going to 

THE United Kingdom 

Country 

1930 

1931 1 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

'' — ■ 1 

Canada 

26 7 

285 

38 4 

39 9 

41 5 

j 

42 I 

42 I 

40 2 

40 6 

Australia 

44 9 

503 ' 

476 

47 7 

52 8 

49 9 

50 0 

46 I 

51 2 

New Zealand 

82 I 

89 7 

90 2 

873 

82 3 

845 

80 6 

760 

838 

South Africa 

479 

4341 

42 I 

379 

41 I 

42 5 

409 

41 I ! 

40.7 

Irish Free State 

92 I 

963 

96 I 

93 9 

93 4 

91 7 

91 5 

907 

92 6 

India . . 

234 

274 

27 8 

32 0 

31 6 

31 4 

324 

324 

33-7 


1 StaUsitcal Abstract for the Brtitsh Emptre, 1938 
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INDICES OF COST OF LIVING, RATES OF WAGES, WHOLESALE PRICES, AND INDUSTRIAL PRODUCTION 
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Abnormal Importations Act, 21, 32 
Agriculture, depression, in British, 
10, 202-203, 206, in American, 
204, Ministry of, power to levy 
duties, 21, 32, 39, power of Min- 
istry to restrict imports, 50, gov- 
ernment aid to, 49, 206-214, 216- 
217, livestock and, 66, technical 
progress and increased effiaency 
in, 203-204, 215, 216, 247, sub- 
sidies m, 204, 209, 211, 216, in- 
creased productivity in, 205-206; 
competition with imports, 206, 
Act of 1937, 209, restrictions on 
home pr^uction, 210, restric- 
tions on imports, 213, 214, Milk 
Marketing Board, 212-213, Astor- 
Rowntree Report on, 212 n; 
changes in, 215-216, 247, war’s 
effect on, 216, 243, passim 
Argentine, exchange control adopted 
by, 135, agreement of Great Brit- 
ain with, 137, financial arrange- 
ments with Great Bntain, 146, 
imports from, 146, Great Britain’s 
investment in, 155, meat restric- 
tion, 245; British exports to, 247 
Ashley, Sir Percy, 38 
Australia, protection and Ottawa 
agreement, 95-96, 98-99, exports 
to Great Britain, 107-108, trade 
dispute with Japan, 121, ship- 
ments of meat, 138, 146, abandon- 
ment of gold standard, 154; Brit- 
ish loans to, 155, 232, passim 

Bacon (Import Regulation) Order, 

63 

Balance of trade, 11, 14, 17, argu- 
ment for a tariff, 24, unfavorable, 
120, 122, between United King- 
dom and Estonia, 129 


Baldwin, Stanley, quoted, 31, 91; 
compromise by, 88-89, on Ottawa 
agreements, 91 

Bargaining position, of consuming 
country, 120, of Great Britain 
with other countries, 122, of 
France, 132, of Denmark, 140 

Beaverbrook, Lord, advocate of free 
trade, 77, 78, on Argentine agree- 
ment, 136 

Beet sugar industry, subsidy on, 53- 
55» 209 

Bellman, Sir Harold, 225 

Bentham, Jeremy, 5 

Blum, L^on, 162 

British Iron and Steel Corporation, 
185 

British Iron and Steel Federation, 
69, 182, 185, 195-196, 246 

British Shipping (Assistance) Act, 

58 

Budget, unbalanced, 11; deficit, 20, 
235, framing of, 36, policy, 233- 

235 

Building, Derating Act, 46, taxa- 
tion on buildings, 220, and eco- 
nomic recovery, 22a, housing, 223- 
225, boom, 224-227, employment 
figures, 224, stimulus to other in- 
dustries, 224, and rearmament, 
225, capital investment, 225-226, 
reduced costs, 226-227 

Canada, first to grant imperial pref- 
erence, 86, protection and pref- 
erence, 94-95, pact with Great 
Britain, 99-100, trade agreement 
with U S , 101, 107; trade with 
Great Britain, 106, 109, passim 

Cartels, International Steel, 69, 246, 
m iron and steel industry, 182- 
185, 188, Tube, 189, products, 
190, Continental Steel, 246 
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INDEX 


Census, Preliminary Report, 19 
Census of Production Report, 164 
Chamberlain, Joseph, proposal of 
protection, 10, plea for Empire 
free trade, 76, 78, resignation as 
Colonial Secretary, 87 
Chamberlain, Neville, and Exchange 
Equalization Fund, 157-158 
Chapman, Sir Sidney, 38 
‘‘Cheap money,” interest rates, 227, 
British experience with, 228-229, 
primary object of, 231, benefit to 
business, 232-233, policy, 247 
Clark, Colm, 140, 219 
Coal production in Great Bntain, 
decline of, 18 

Coastal trade of Great Britain, 3 
Churchill, Winston, 88 
Cinematograph Films Act, 60, effect 
on British film production, 61, 
Council, 61 

Cobden, Richard, 3, 4, 6, 76, 243 
Colonial Conference, 86-87 
Commissioners of His Majesty’s Cus- 
toms and Excise, Report of, 28 n 
Committee on National Expendi- 
ture, Report of, 20, Labor Cabi- 
net and, 20 

Conference of Stresa, 116 
Congo Basin Treaty, 73 
Continental Steel Cartel, 246 
Com Laws, of 1815, 2, of 1842, 3; re- 
peal of, and Irish famine, 6 
Cotton preference, 83 
Cunard Company, 58 
Customs and excise duties, 25, 29 
Customs revenue, 4, 25-26 
Customs unions, 77, 78, 115, 248 

Dairy produce and imperial pref- 
erence, 92 
Danat Bank, 11 
Dawes Plan, 13 

Deflation of British currency, 152- 

153 

Denmark, exports of, 63, 64 


Derating Act of 1929, and taxation " 
on buildings, 46, effect of, on im- 
ports, 47 

Dollar devaluation, 161 
Dominions, British, expansion of in- 
dustry in, 17, term defined, 72, 
value of exports, 75; safeguard- 
ing of own industries, 77, British 
imperial preference, 81-88, 91, 
108-109, and Ottawa agreements, 
95, 98, 245, Great Britain de- 
mands trade preference, 117, ex- 
ports of meat, 136, and imports 
from Argentine, 136, 140, passim 
Drawbacks, 27, 44, excise, 77 
Duties, revenue, 3, 36, 73, 88, pro- 
tective, 4, 27-28, 29, 31, customs 
and free trade, 4, imposed by 
President of Board of Trade, 21, 
32, refunded, 27, procedure in 
levying, 37, retaliatory, 40, on 
steel, 70; in India, 72, m Domin- 
ions, 78, British, on foreign goods, 
93 

Dyestuffs (Import Regulation) Act, 

6i 

Economic depression, British, in ex- 
port industries, 15, 179, in iron 
and steel industry, 191, malaise of 
Great Britain, 23 

Economic recovery, 1925 turning 
point in England, 13, in Ger- 
many, 13, increased exports, 18- 
19; in iron and steel industry, 
191-193, building boom, 220, 223- 
227, 247, and the tariff, 220, stim- 
ulus of rearmament, 221-222, pub- 
lic works as aid to, 235=238, causes 
of, 247 

Economic union between mother 
country and Dominions, 78 
Empire Customs Union, 77, 78 
Empire Marketing Board, 89 
Employment, changes, 221-222, fig- 
ures in building industry-, 224 



INDEX 


^Entente Internationale de UActer, 
1S2, 189 

Exchange control, as an instrument 
of protection, 47, through trade 
restrictions, 102, and most-fa- 
vored-nation clause, 113, 115, 130; 
spread of, 119, and inflation, 125; 
adoption of, 125, results of, 126; 
in Argentine, 135, 137, and Brit- 
ish e^^ports, 146, effect of, on inter- 
national trade, 148-151, advan- 
tages of, 153, and foreign secur- 
ities, 156, and world trade, 248 
Exchange Equalization Fund, 23, 
47-48, 157, 159, 160, 161, 162, 230, 
231, 235, 244 
Excise drawbacks, 77 
Export Credit Guarantee Dept, of 
Board of Trade, 133, 134 
Export industries, depression and 
unemployment in, 15, 222, trans- 
fer of workers to, 18 
Export surplus, of Great Britain, 
80-81, 245, of U S to Great Brit- 
ain, 142 

Exports, from 1850 to 1914, 7, de- 
cline of, 11, 91, 148, 179, 239, 243, 
249, British share in total, 14, vol- 
ume of, in 1924, 17, increased 
value of, 18, voluntary restriction 
of, 52, 67, of fish, 69, from Great 
Britain, Dominions, Colonies, 75; 
and British market, 91, British, 
to Empire after Ottawa, 104; to 
US, 142, British attempts to in- 
crease, 135, expansion of, 146, 154, 
248, of coal by Great Britain, 147- 
148, deflation and, 152, effect of 
capital issues on, 157, of iron and 
steel, ififi, 179, 185, of agncul- 
tural products, 214, tariff, effect 
on, 220, depression in, 222, 243, 
“invisible,** 239, 240 

Factory Acts, 8 

Federal Farm Board of U S. and 
world* wheat market, 202-203 
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Federation of British Industries, 134 
Finance Act, of 1933, 40, of 1936, 
69, 184, of 1919, 88, of 1927, 89 
Free list, 95, 100 

Free trade, abandonment of, 2, 11; 
and customs revenue, 4, triumph 
of, 5, 243, factor in inaeased pros- 
perity, 8-9, favored by British 
economists, 24, 80, Parliament 
and, 34, m colonies and protec- 
torates, 73, Joseph Chamberlain 
and, 76, opposition to, 77-78, cam- 
paign for, 87, and labor govern- 
ment, 179, and the steel industry, 
i93-i94» bargaining and, 244 

Gladstone and repeal of Corn Laws, 

3. 4 

Gold reserve of Bank of England, 11 
Gold standard, departure from, by 
Great Britain, 11, 20, 22, 153-154, 
157-158, 162, 244, return to by 
Great Britain and other coun- 
tries, 13, difficulty in maintaining 
at pre-war parity, 15, and bal- 
ance of trade, 24, abandoned by 
Australia, New Zealand, U.S. and 
South American countries, 154 
Gold Standard Suspension Act, 12 
Green Committee Report on beet 
sugar, 55 

Harvey, Sir Ernest, 153 
Holland, British trade with, 146, 147 
Horticultural Products (Emergency 
Provisions) Act, 21, 32 
Housing, 223-234 See also Building 
Hull, Cordell, 142 
Huskisson’s tariff, 4, 5 

Imperial Conference of 1923, 88, of 
1937, 100 

Imperial preference, British policy 
of, 22, value of, 81-84, 9^* Canada 
first to grant, 86, Chamberlain 
and, 87, introduction m Domin- 
ion tariffs, 87; defeat of, 88; and 
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INDEX 


taxation of food, 88, and reci- 
procity, 89, stabilization of, 89, 
and the Dominions, 95-97, 122, 
245, results of, 102-109, attitude 
toward, in Great Britain and Em- 
pire, 108, Canada and, 142, passim 
Imperial Tariff Commission, 87 
Import and export licenses, 51, 130 
Import Duties Act, 21, 30, 32, 33, 
37, 38. 244 

Import Duties Advisory Committee, 
33» 40-45* 83, 145, 165, 175, 176, 

180, 181, 194, 195, 196, 199, 200, 
201, 220, 244 

Import quotas vs import duties 
50-51, criticism of, 52, commodi- 
ties subject to, 52, 62-70, 244-245; 
in tariff war with Irish Free State, 
53, on imports from Domin- 
ions, 93, and most-favored-nation 
clause, 113-114, 130, “global,” 113, 
and bargaining, 119, effects of, 
145-146, 188, quota certificates, 
184-185, and International Steel 
Cartel, 189, passim 
Import restrictions, under Ottawa 
agreements, 92-94, urged by Do- 
minions, 138, demanded by Brit- 
ish farmers, 139, quantitative, 213 
See also Import quotas 
Import surplus, of Great Britain, 
71, 120, of U S trade with British 
colonies, 143, British drive to cor- 
rect, 148 

Imports, by India and United King- 
dom, 17, increase of, 21, of raw 
materials free, 26, subject to duty, 
27, limited by subsidies to home 
industries, 29, limitation of, by 
quota, 29, and monetary policy, 
29, prohibited by Great Britain, 
50, power to restrict, 50, of meat, 
62-63, 64; restrictions on, 63, 66- 
67, from Empire, 66, 67, 90, 245, 
and Ottawa agreements, 92, and 
impenal preference, 102, through 
licenses in Germany, 115, of steel. 


165, 166, of iron and steel, 183- ' 
185, measures to encourage, 185, 
war argument for, 207, of cheap 
food, 227, competition with Brit- 
ish agriculture, 206, stimulus to 
recovery in Great Britain, 237-238, 
passim 

Income tax, 233-234 
India, imports by, 17, 18, and im- 
port duties, 72, and imperial pref- 
erence, 97-98, 99, 108, trade with 
Great Britain, 107 
Indian Tariff Commission, 72 
Inflation and exchange control, 125 
International investment and trade 
agreements, 123 

International Mercantile Manne of 
New Jersey, 58 

International Rail-Makers Associa- 
tion, 188 

International Steel Cartel, 69 
International Tinplate Association, 
188 

Irish Free State (Special Duties) 
Act, 53 

Iron and steel industry, statistics of, 
165-170, 197, 200, integration, 

170-172, technical efficiency, 173- 
175, mechanization, 174, demand 
fluctuation, 175-178, 201, cartels, 
178, 182, 185, 194, tariff on, 178- 
185, 188, 247, reorganization, 181- 
182, 194-197, 199, 246, decline of 
British exports, 186-187, world 
trade, 187; progress m, 191-193, 
246, 247, criticisms of, 198-200, 
passim 

“Key Industry,” Duties, 30, 88, 
goods, 38, 39, 44 
King, MacKenzie, 142 
Kredit Anstalt, 11 

Labor Cabinet, and national ex- 
penditure, 20, 179 
League of Nations, 2, 74 



INDEX 


Licenses, import and export, 51, 
130, for importation of dyestuffs, 
61-62, export, 63, 141, for iron, 
and steel, 69, 185, in Germany, 
115, .passim 

Loans, ban on, and restraint of 
trade, 48, Dominion and Colo- 
nial, 78, basis of trade agree- 
ments, 123, Argentine bonds, 137, 
foreign, of Great Britain, 154, 
240, ban on, 155-156 

Mandated tern tones and the quota 
system, 74 

McKenna Duties, 30, 38, 39, 44, 88 
MacMillan Committee on Finance 
.and Industry, Report of, 14, 23, 

153 

May Committee on National Ex- 
penditure, Report, 233 
Mercantile system, Adam Smith on, 
5 

Merchandise Marks Acts, 48 
Milk, consumption in Great Britain, 
216, production costs, 216-217, 
Marketing Board, 211-213 
Ministry of Health, power to re- 
strict imports, 50 

Monetary policy, as instrument of 
protection, 47, effect of, on trade, 
149-151, deliberate deflation, 152; 
capital issues, ban on, 155-156; 
and British exports, 157, '*cheap 
money,” 227-233; control of new 
issues, 230 

Most-favored-nation, 5, 51, 74, 75, 
79, 110, 111-113, 114, 116, 118, 
124, 129, 130, 132, 133, 136-137, 
140, 142, 144, 184, 243, 248 

National Federation of Iron and 
Steel Manufacturers, 194 
Navigation Acts, 3-4 
Navy, British, 87, 207 
Newfoundland, and the Ottawa 
Conference, 97, British trade 
agreement with, 143 
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New Zealand, 96-99, trade with 

Great Britain, 107, 138, 148; 
passim 

North Atlantic Shipping Act, 58 
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